An exploratory study of network marketing as socially embedded exchange. by Ho, Hillbun. & Chinese University of Hong Kong Graduate School. Division of Business Administration.
An Exploratory Study of Network Marketing as Socially Embedded 
Exchange 
HO Hillbun 
A Thesis Submitted in Partial Fulfillment 
of the Requirements for the Degree of 
Master of Philosophy 
in 
Marketing 
• The Chinese University of Hong Kong 
June 2001 
The Chinese University of Hong Kong holds the copyright of this thesis. Any 
person(s) intending to use a part or whole of the materials in the thesis in a proposed 



















Network Marketing (NM) has been a subject of considerable controversy in the 
society. The prosperity and notoriety of NM make it a debatable marketing 
phenomenon. Nevertheless, empirical research on this topic is scarce and lack of a 
marketing perspective. This exploratory research, therefore, aims to resolve the 
ambiguities of the conception of NM faced by scholars, marketers, and consumers. 
First, we depict the nature of NM and its implications to consumers by inductive 
means. Its legitimacy, sustainability, and potential detrimental effects on the welfare 
of consumers are discussed. Second, a theoretical framework is employed to deduce 
testable hypotheses that can be validated within the context of NM. Thus, the 
relationships among crucial elements of NM exchange are examined empirically. 
In NM, the governance of social ties, the anticipated future exchange possibility, 
and the indiscernible social intercourse suggest that it is socially embedded. 
Accordingly, we develop hypotheses based on this social embeddedness exchange 
concept. The dependent variables being examined are consumers' perceived 
distributive justice in the transaction outcome, satisfaction with the distributor, and 
repurchase intention from the distributor while the independent variables are 
consumers' trust with the distributor, social value of exchange, and outcome 
favorability. The findings indicate that, in addition to product value, the social 
elements of NM exchange have significant and positive impact on consumer 
perception and attitude. 
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"The marketing concept holds that the key to achieving organizational goals 
consists of the company being more effective than competitors in creating, delivering, 
and communicating customer value to its chosen target markets" Kotler (2000, p. 19). 
Thus, according to Kotler, the central tenet of marketing concept is fulfillment of 
customer wants and needs in profitable ways. Since satisfying and retaining customers 
can enhance company growth and profits (Reicheld 1990), marketers nowadays are 
concerned with creating, developing, and maintaining customer relationships. The 
market-sensing capability and customer linking (i.e., creating and maintaining 
customer relationships) capability of a market-driven firm are crucial to 
outperforming competitors (Day 1994). 
Over the past few decades, however, a distinctive marketing approach has evolved. 
Some companies in the United States (US) have exhibited dramatic growth after 
adopting this marketing approach. For instance, Amway, Mary Kay, Rexall Showcase, 
and A. L. William demonstrated tremendous success in the 1980s and 1990s. The 
marketing approach we are describing is called "Network Marketing" (NM) or 
"Multilevel Marketing" (MLM). Two unique features of NM make it distinct from 
conventional marketing practices. First, NM firms recruit independent middlemen to 
exploit their social networks as target customers. Second, economic, psychological, 
and social rewards are provided to socialize new customers into active advocates of 
the products being marketed (Pratt 2000). As the contracted sales agent may be a 
1 
friend, relative or acquaintance of the customer, the transaction takes place within a 
social context. In addition to the economic value of the goods, social influences, 
therefore, also play a role in the transactions. These social influences include the 
experience of the social intercourse, the prevailing social norms, the nature of the 
relationship, and the symbolic value of the exchange act. In short, NM exchange is a 
form of “socially embedded" exchange that has drawn increasing attention from 
scholars of marketing, sociology, and organizational behaviors in the past decade. 
Since its emergence in the 1940s，NM has been a subject of significant 
controversy within society. Critics and legal authorities are concerned with its 
potential detrimental impacts on consumers' welfare. NM firms in US and around the 
world are therefore frequently scrutinized and charged by legal authorities. 
Notwithstanding persistent debates between advocates and critics, the number of 
firms adopting NM is rising. Fortune 500 companies such as Mattel, MCI, IBM, and 
P&G have either established their own NM divisions or formed alliances with other 
NM firms (Poe 1999). Thus, it is useful to understand the beneficial and adversial 
effects of NM to consumers, as well as the nature of customer value to be created. 
The proliferation of NM firms in the 1980s and 1990s has stimulated abundant 
publications about NM. Advocates and journalists have written many books to offer 
prescriptions for building up NM business in successful ways. Though NM is highly 
relevant to the relational exchange concept in relationship marketing, it has drawn 
scant attention from marketing scholars. A pioneering study was conducted by 
Coughlan and Grayson (1998) who analyzed NM from a strategic perspective and 
developed a network growth and profitability model for NM organizations. A 
thorough account of NM from a marketing perspective therefore becomes essential 
for those marketers and researchers who are concerned with the value and legitimacy 
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NM. Its legitimacy, sustainability, and potential detrimental effects on the welfare of 
consumers are discussed. Since NM exchange is socially embedded, the influence of 
some inherent social elements on consumers' perceptions and attitudes is examined 
empricially. 
In this chapter, an overview of the current NM practices is provided. As NM is 
conceived as a form of direct selling, the characteristics of direct selling and NM are 
introduced. Pyramid schemes, an illegal business practice in US that highly resembles 
NM, are described and compared with the principles and practices in NM. In chapter 
two, the nature of NM is explicated. Being compared with the common marketing 
practices, the uniqueness of NM is depicted. The role of social relations in NM 
exchange is highlighted. Five salient aspects of NM are articulated: (1) distributor as 
the end user, (2) core product marketed, (3) commercialization of social relations, (4) 
ambivalence in nature of exchange, and (4) conflicts of interest. Moreover, both the 
prosperious and the adversial consequences of NM on the welfare of consumers are 
discussed. 
In chapter three, we delineate the theoretical foundation of the hypotheses to be 
empirically tested. As exchange has been conceived as the subject matter in marketing, 
NM exchange is conceptualized as a form of socially embedded exchange. 
Accordingly, the exchange concepts across various disciplines are introduced and 
extant research on socially embedded exchange is depicted. The implications of this 
research on the current study are highlighted. The hypotheses to be developed are 
founded on this "social embeddedness" exchange concept. The dependent variables 
being examined are consumers' perceived distributive justice in the transaction 
outcome, satisfaction with the distributor, and repurchase intention from the 
distributor while the independent variables are consumers' trust with the distributor, 
social value of exchange, and outcome favorability. 
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distributor while the independent variables are consumers' trust with the distributor, 
social value of exchange, and outcome favorability. 
In chapter four, we outline the research methodology to be employed in this 
research. As this is an exploratory research, an inductive approach is adopted to 
examine the nature of NM. In addition to collecting qualitative data, a consumer 
survey is introduced, however, the poor responses of the subjects make it in vain. 
Alternatively, we used a scenario experiment to test the hypotheses. The manipulation 
of treatments is described. Measures of the dependent variables and covariates that are 
devised in this study or modified from previous research are given. The sampling and 
data collection method in the scenario experiment are reported. 
In chapter five, research findings of the scenario experiment are reported. 
Findings include the descriptive statistics, the psychometric properties of all measures, 
the results of the manipulation check, the results of MANCOVA, as well as the 
parameter estimates. 
In chapter six, there is a recapitulation of the main findings in this research. The 
theoretical and managerial implication of these findings is discussed. Moreover, 
limitations of this research are pointed out while future research directions are 
suggested. 
The supplementary information of this study is provided at the appendices. 
Appendix i lists out the discussion topics in the interviews to be conducted with the 
executives of a few well-established multi-national NM firms. Appendix ii lists out 
the measures of the dependent variables and independent variables in the consumer 
survey. Appendix iii lists out the measures of the dependent variables and covariates 
in the scenario experiment. 
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Direct Selling, Network Marketing, and Pyramid Scheme 
In this section, the origin and current status of NM are depicted. In addition, as 
direct selling, NM, and pyramid scheme are interrelated concepts, their similarities 
and differences are articulated. These basic concepts are crucial to our subsequent 
discussions. 
As NM can be classified as a direct selling practice, in this chapter, we will 
outline and contrast the features of direct selling and that of NM to prevent conceptual 
ambiguities. Direct selling as a distribution method has over one hundred years of 
history in the US and has become more prominent nowadays. The Direct Selling 
Growth and Outlook Survey^ (2000) conducted by the Direct Selling Association 
(DSA) in the US indicates that direct selling generated estimated sales in 1999 of 
more than $24.54 billion with an estimated 10.3 million direct sellers in the US. The 
Worldwide Direct Sales Data� published by the World Federation of Direct Selling 
Association (WFDSA) shows estimated global sales over $84.97 billion with 
salespeople over 36 million while the estimated direct sales in Hong Kong were 
$112.2 million with salespeople of 77,000 in 1999. 
Direct selling is defined by the WFDSA as "the marketing of products and 
services directly to consumers in a face to face manner, generally in their home or the 
homes of others, at their workplace and other places away from permanent retail 
locations." In other words, direct selling is a marketing method adopted by a firm to 
distribute its products or services. Alternatively, Peterson and Wotruba (1996) depict 
direct selling from a strategic perspective as a mode of distribution, a means of 
gaining access to a market or a business approach. Direct selling typically occurs 
1 Source: Direct Selling Association (http://www.dsa.org) 
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through personal product demonstration by the direct sellers. Thus, direct selling is 
consistent with the relationship marketing concept as direct sellers can communicate 
in depth with customers to understand their individual needs. 
Product offers and services can be customized and personalized commensurate 
with the requirements of customers. To secure repeat purchases, direct sellers make 
extra efforts in developing and maintaining customer relationships. Nevertheless, the 
sales agents usually adopt a cold calling approach day by day to source prospective 
customers. The social networks of sales agents sometimes become their target 
customers, however, consumer needs rather than social familiarities drive the 
occurrence of transactions. Since most direct sellers are independent sales agents, 
direct selling firms can reduce substantial overhead costs by adopting this distribution 
method. Direct selling has been proved to be especially effective in marketing low-
cost consumer goods such as home and personal care items. 
Network Marketing 
NM, as one method of organizing and compensating salespeople by direct selling 
firms, emerged in the 1940s in the US. Owing to its controversial characteristics, it 
has initiated considerable debates between its advocates and critics. The first NM 
scheme called C&M Marketing Plan was devised by William Casselberry and Lee 
Mytinger of Nutrilite in 1941 (Biggart 1989). This plan encouraged direct sellers to 
recruit people as "downlines" in order to build up their own network of direct sellers. 
Thus, direct sellers could earn bonuses and override royalties from the sales of their 
2 Source: World Fdeeration of Direct Selling Association (http://www.wfsda.org) 
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own network of "downlines." Nowadays, over 80%^ of direct selling firms in the US 
are implementing NM practices and many long-established direct selling firms such 
as Avon Cosmetics have adopted at least partial NM principles in their sales force. 
Though some NM advocates forecast that NM will become the dominant mode of 
distribution in the near future (Poe 1995)，the proportion of retail sales actually 
distributed through NM is often exaggerated. The public is skeptical about its merits 
as either a distribution mode or an income earning system. NM is, additionally, 
frequently associated with illegal pyramid selling by the critics because their 
underlying principles are similar. In view of this, a systematic and objective account 
of the legitimacy and ethics of NM is worthwhile. 
According to the WFDSA, a NM compensation program is one in which 
distributors (direct sellers) can receive compensation from three different sources. 
First, distributors may receive compensation from their personal sales of goods and 
services to consumers. Second, they may earn compensation from the sales or 
purchases of those people they have personally recruited or sponsored into the plan. 
Third, they may also earn compensation from the sales of the group or "network" of 
participants recruited or sponsored by their personally recruited individuals. In other 
words, the distinctiveness of NM, compared with direct selling, lies on the right of 
distributors to build their own hierarchy of "downlines," and the associated multilevel 
compensation structure. 
Compared to direct selling, NM firms delegate the sales support functions of 
recruitment, training, and motivation to their distributors to minimize the overhead 
costs. In addition, the target markets of NM firms are personal contacts such as 
3 Source: Direct Selling Growth & Outlook Survey (Direct Selling Association, 2000) 
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friends, family members, and colleagues of their distributors. In other words, market 
segmentation aiming to facilitate fulfillment of customer needs effectively is not a 
major concern of NM firms. Conversely, recruiting substantial distributors and 
socializing them to become strong advocates of the goods marketed by the NM firms 
are crucial to their successes. The extensiveness and diffusion easiness of the social 
networks of active distributors sustain the growth of NM firms. The power of 
customers' word-of-mouth behaviors in warm markets is manifested extraordinarily 
inNM. 
The Pyramid Scheme 
A pyramid scheme is an illegal form of business in the US that has been 
frequently confused with NM in the minds of the public. The WFDSA defines a 
pyramid scheme as “a scheme in which a recruit pays an entry fee for the opportunity 
to receive fiiture benefits (money or privileges) which are primarily derived from that 
recruit's and/or subsequent recruits' introduction of additional participants in the 
scheme rather than from the sale of products to consumers." 
Accordingly, a pyramid scheme is financially unsustainable and a fraud. It is 
financially unsustainable because rewards to participants are paid out from the initial 
payments made by the new entrants instead of through retail sales. Therefore, in order 
for everyone to profit, there would have to be a never-ending supply of new entrants. 
In reality, however, the supply is limited. A pyramid scheme is a fraud because it does 
not serve any real business function and is only a redistribution of wealth from the 
new entrants to the promoters. People purchase the right to receive rewards from other 
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participants' payments'^. In other words, the continuance of a pyramid relies on 
promises of extraordinary wealth and inducing participants to spread the deception to 
their families, friends, and acquaintances. These schemes therefore jeopardize not 
only the participants' financial well-being but also their social lives. 
In some situations, pyramid promoters disguise the fraudulent scheme as the 
legitimate NM practice. These frauds usually carry some products and claim to be in 
the business of selling them to consumers. Nevertheless, selling to consumers is never 
attempted. Instead, recruiting is the actual concern of the business and the source of 
income. New participants are pressured to pay a substantial amount of money as a 
start-up fee for purchasing large quantities of products without any market value ~ 
indeed most of them are gimmicks or miracle goods. 
NM therefore resembles a pyramid scheme whenever product sales are 
subordinated to the right of earning commissions from building up a network of 
participants. Thus, whenever an NM firm emphasizes selling the "business 
opportunity" instead of retail sales and compensates participants for introduction or 
enrollment of other recruits, it is indeed operating a pyramid scheme. Distributors 
under a legitimate NM scheme, as the Federal Trade Commission (FTC) has specified, 
shall receive no rewards from introducing other participants. Rewards should come 
solely from subsequent retail sales made by the distributors' own networks of 
"downlines." In fact, the principles of NM are frequently abused by NM firms. 
Regardless of whether these abuses are caused by deliberate actions or plain 
ignorance of NM firms, NM has become notorious in the minds of consumers. In 
view of this, legislators in the US usually evaluate the emphasis of a specific NM 
4 Source: Federation Trade Commission (http://www.ftc.org); Better Business Bureau 
(http: //www.bbb. org) 
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program (i.e., what kind of activities does the compensation plan actually intend to 
carry out) instead of its mere adherence to the literal legal terms^ 
Since the FTC's ruling on Amway in 1979 that its sales plan was not an illegal 
pyramid scheme, NM has become a legitimate practice and is distinguishable from 
pyramid selling. Despite this, controvery and debates are still very prevalent to date. 
Critics argue that although NM is legitimate in law, its principles and compensation 
structure can still cause similar detrimental effects as what a pyramid scheme does 
(Tayor 2000). Though the start-up cost of most NM schemes is small, participants of 
some schemes may be tactfully persuaded to purchase substantial products over a 
period of time and so they could be entitled to higher bonus levels or discounts. In 
some cases, there is also a "parallel pyramid" of motivation tapes, videos, workshops, 
and seminars, with which the participants are involved. They are induced to pay 
extraordinarily high prices to subscribe to these products and programs on regular 
basis. Some other common accusations made against NM include promotion on 
extreme materialism, rapid market saturation, inequitable compensation structure, 
deceptive recruiting tactics, exaggerated income potential, unsupportive product 
claims, cult-like organization culture, and exploitation of social relations. There are 
vast and interesting phenomena associated with NM such as equity of compensation 
system, ethics of deceptive persuasion, cultic behavior control, as well as participant 
socialization that deserve investigations. This section delineates the background and 
some important concepts of NM. Direct selling, NM, and pyramid selling are indeed 
interrelated marketing practices with delicate similarities and differences. To facilitate 
understanding and minimize ambiguities, comparsion of these concepts is listed in 
Table 1. 
5 Source: Grime & Reese, P.L.L.C. (http://www.mlmlaw.com) 
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TABLE 1 
Conceptual Comparison between Direct Selling, Network Marketing, and 
Pyramid Selling 
Direct Selling Network Marketing Pyramid Selling 
Product Various (mostly Various (mostly Mostly are gimmicks, or 
Types household and personal household and personal miracle products with 
care items) care items) hard-to-measure market 
value 
Price Governed by market Products are premium- Products are extremely 
mechanism priced as superior quality high-priced and non-
and features are claimed, competitive as 
competitive price is subscription fee is the true 
unachievable as the levels concern 
of hierarchy becomes 
large 
Promotion Minimal advertising, Word-of-mouth Blind advertising, word-
word-of-mouth recommendation of-mouth recommendation 
recommendation 
Target Product value matches All personal contacts of All personal contacts of 
Customer with market segment's distributors, distributors participants, participants 
needs and wants are also end users are also end users 
Selling Cold calling predominates Warm market, emphasize W a r m market, emphasize 
Approach duplication of one's effort business opportunity 
through his downlines rather than product value, 
emphasize duplication of 
one's effort through his 
downlines 
Sustainability Sustainable Sustainable, market Unsustainable, fraud, 
saturated rapidly illegal 
Firm's Retail sales Retail sales, distributor's Subscription fees 
Revenue own consumption, 
Source training and motivation 
materials, workshops 
Compensation Single level Multi levels, Upper levels Multi levels, Upper level 
System are rewarded equally or participants are rewarded 
even higher than the front- equally or even higher 




THE NATURE OF NETWORK MARKETING 
Since social relationship is an inherent element of NM exchange, the distributor-
customer interactions are heavily laden with social content. The selling/bargaining 
process is indeed a social process. Previous social experiences between distributors 
and customers have significant impacts on their attitude towards the exchange process 
and outcome. In addition, customers acquire not only utilitarian value of the products 
exchanged but also intrinsic social and symbolic value from the social intercourse. 
Thus, NM exchange coheres with the relational exchange concept in relationship 
marketing. In this chapter, the nature of NM and the implications of social contexts in 
NM exchange are explicated. 
Distributor as the End User 
One distinctive feature of NM, which makes it different from conventional 
marketing, is that the customer takes on a dual role as a seller and a consumer. 
Distributors of an NM firm are originally its customers, and most of them personally 
consume the products as well. Since rewarding customers for passing on their 
enthusiasm (i.e., their personal endorsement) for the products is a principle of NM, 
distributors '/customers ‘ own consumption experience are critical to the selling 
effectiveness. On the other hand, most NM schemes require distributors to have 
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minimum monthly purchase volume, otherwise they would not be entitled to any 
compensation from the sales of their network of “downlines.，，In some schemes, 
distributors are persuaded tactfully, though not compulsorily, to purchase abundant 
products repeatedly to qualify for increasing bonus levels or purchase discounts. 
These compensation schemes are extremely effective in creating a group of loyal 
customers to the NM firms. In fact, statistics on the routine income and expenses of 
running an NM business, disclosed by some ex-distributors and NM critics, indicate 
that the personal consumption of some distributors for their carried products are far 
more than their compensation derived from the business (Carter 1999). 
It is found, moreover, that revenue acquired from training and motivation 
materials, and workshops is major income source for some distributor organizations 
and NM firms (Carter 1999). The promises of wealth and spiritual enlightenment 
made by distributor leaders often subtly pressure distributors to purchase non-
resalable and nonrefundable materials, and to participate in a myriad of workshops on 
a regular basis with indefinite benefits. On the contrary, direct selling firms rarely 
emphasize or even require personal consumption because this would be ineffective in 
motivating their direct sellers. Training and motivation materials are supplied freely 
or charged at a low cost to direct sellers. 
Core Product Marketed 
The FTC's ruling of Amway in 1979 distinguished an illegal pyramid scheme 
from a legitimate NM program. Amway's 70% rule (i.e., each distributor is required 
to sell at wholesale or retail at least 70 percent of his/her purchased inventory each 
month) effectively encourages retail sales and prevents distributors from earning 
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rewards by recruiting participants only. Afterwards, many NM firms adopted 
Amway's 70% rule, however, few of them enforce this safeguard effectively. A 
considerable number of NM firms have emphasized keenly marketing the business 
concept (i.e., recruiting participants instead of selling products to consumers directly). 
Therefore, "distributorship" or "business opportunity" becomes the core product 
marketed by some, though not all, NM firms. This situation is especially prevalent for 
those firms producing non-competitive, premium-priced goods. 
NM critics, Fitzpatrick and Reynolds (1997), support this contention: "Network 
marketing poses as a channel，which delivers goods to the market when in reality...[if 
creates a market out of people who need jobs or extra income. Network marketing. • .is 
measured not by its efficiency in delivering products to market...but by the value it 
delivers to its own family of distributors, its very customers. Their position as 
distributors are the true products delivered by the system. It is their needs that the 
institution promises to fulfill and they are at the core, its very purpose for existing." 
The primary appeals of NM to participants such as “time freedom" are based on 
its "residual income" benefits. Distributors can gain steady income from the sales 
output of their multi-layered network of participants instead of undertaking retail sales 
by themselves. In other words, most NM compensation schemes meagerly reward 
distributors for retail sales whereas they reward substantially more to distributors at 
the top of the pyramidal hierarchy (i.e., distributors several levels up receive about as 
much per sale as the seller of the products) (Taylor 2000). The network of 
"downlines" can contribute to an exponential growth of earnings for a distributor than 
retail sales do. Therefore, retail sales, compared with recruitment, are insufficient to 
motivate distributors participating in this business. This point of view is supported 
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partially by the profit model developed by Coughlan and Grayson (1998) for NM 
organizations. 
Recruitment seminars and distributor rallies, in addition, always emphasize 
"duplication" of one's efforts through recruitment and training while the importance 
of retail sales is ignored. In fact, "unlimited income potential" is a hope often 
projected by distributor leaders to entice participants to devote efforts, time, and 
money into the business. If this promise cannot be fulfilled ultimately due to the 
inherent deficiencies of some NM schemes (Clements 2000; Taylor 2000), such 
schemes can be considered as seduction (Deighton and Grayson 1995, p. 668): "The 
enticement of a consumer into an exchange where ambiguity [in transaction terms] is 
resolved by a private social consensus that consumer plays a part in constructing." 
Commercialization of Social Relations 
In his seminal work on articulating the evolution and social impact of NM, 
Biggart (1989) says of NM: "The melding of personal and pecuniary relations is 
ideologically supported and maintained.. .committed distributors see their work as a 
superior way of life that embraces political values, social relations, and religious 
beliefs. It gives them not a job but a worldview, a community of like-minded others 
and self-concept. Direct selling organizations are business run very much like social 
movement." 
Biggart's description reveals that commercialization of social relations in order to 
achieve economic ends is advocated in NM. Though we recognize that substantial 
economic activities are socially embedded in our society, manipulation of social 
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relations to attain economic rewards is scarcely a business objective of any firms with 
sound and ethical practices. Utilization of social bonds to attain business goals may be 
emphasized in some industries such as life insurance, however, creating customer 
value and satisfaction is the only driver of successful customer relationships. In direct 
selling, the party plan method (e.g., Tupperware) also focuses on the social relations 
among the hosts and guests. Nevertheless, the friendly and harmonious atmosphere in 
the parties, which are normally organized at the host's home, brings out entertainment, 
chatting and social support to the prospective customers. The customers may enjoy 
the consumption experience and view it as an opportunity to strengthen social 
networks (Frenzen and Davis 1990). 
Though relationship marketing emphasizes the economic significance of building 
and maintaining long-term relationships with exchange partners, mutual benefits (e.g., 
lower transaction costs) are the foundation of relationship continuance. Marketing 
relationships evolve from successive discrete transactions, within which mutual trust 
is recognized and commitment is enhanced, and develop gradually into an 
interdependent state (Dwyer, Schurr, and Oh 1987). In contrast, distributor-customer 
relationships preexist prior to any NM exchange as both parties are socially bonded. 
Some studies of NM even recognize that NM principles exploit social relations in 
effect, thus they change social relations from a relationship of equals to one of 
manipulator and manipulatee: 
Amway begins to change your life the first time you approach your 
friends and family members to sell the product or recruit them into the 
business...when you put a friend on a prospect list...guiding that friendship 
into a preconceived direction. The friendship is a means to an end. You want 
something from that person.... [Network Marketing] is a completely 
prefabricated business association in which honest friendship gradually 
becomes impossible. (Butterfield 1985) 
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Ambivalence in Nature of Exchange 
In NM, transactions are characterized by preexisting social relations between the 
distributor and the customer. The preexisting social relations specified here refer to 
kinships or friendships rather than those developed from past transaction experiences. 
The social relations influence the exchange participants' expectations towards the 
transaction process and outcome. The social contexts, in which the transactions 
usually take place, signify substantial social elements in the transactions. In other 
words, participants may have diverse perceptions towards the purpose of exchanges 
(solely social activities or economic transactions). The objects of exchanges become 
blurred (symbolic versus monetary value). Thus, customers encounter ambiguities in 
recognizing the exact meaning, rewards, and obligations of the exchanges. These 
ambiguities may result in conflict, frustration, dissatisfaction，and deterioration of the 
relationship quality. In fact, Deutsch (1985) theorizes that people possess different 
cognitive, motivational, and moral dispositions towards different types of 
interpersonal interdependence inherent in social relations. Typical economic 
transactions between business rivals are characterized as task-oriented and 
competitive interactions whereas social exchange between friends is characterized as 
social-emotional and cooperative interactions. For instance, in a social-emotional 
relationship, "One is oriented to the attitudes, feelings, and psychological states of 
other as ends" and "other people are oriented to as unique persons rather than as 
instruments...useful for particular purposes." In contrast, in a task-oriented 
relationship, "One is oriented to making decisions about which means are most 
efficient in achieving given ends，，(Deutsch 1985, p. 89). 
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Issues relating to confusion experienced by consumers in pathological marketing 
exchange have been addressed in consumer research (Deighton and Grayson 1995). In 
addition, manifestations of economic versus symbolic modes of exchange have been 
examined in the dating gift-giving context (Belk and Coon 1993). With regard to the 
exchange process, distributors usually invite customers to attend a product 
demonstration or business sharing in social settings (e.g., home, party, church). The 
purpose of gathering is usually presented vaguely as a social activity instead of a 
business function to prospective customers. Thus, both the initiation and execution of 
the transaction take place in a social context, which signifies the social content of the 
exchange. According to Frenzen and Davis，study (1990), we argue that the social 
context in NM may induce some customers to purchase for the sake of social 
exchange. However, as rewards and obligations of social exchange differ from 
economic transactions, customers' expectations towards proper behaviors of the 
distributor may be ambiguous. 
Conflict of Interests 
Since most products marketed by NM firms are low-ticket (though they are priced 
much higher than comparable products) and frequent purchase items, they entail low 
risk and uncertainty to customers. Thus, customers' motivation to maintain a long-
term customer relationship with the distributor is expected to be low. The relational 
benefits such as regular supplies and first-hand product information acquired from the 
distributor-customer relationship do not appeal to consumers with stringent desires 
nowadays. However, as customers are socially tied with the distributor, they want to 
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sustain the "customer-relationship" for fear that termination of the "customer-
relationship" may jeopardize their social relationship with the distributor. Conversely, 
the principle of NM encourages distributors to recruit participants aggressively 
because distributors can earn royalty and bonuses from their own network of 
"downlines." Since prospective “downlines，，most likely come from distributors' 
current customers who have not participated in the business, distributors are 
motivated to maintain long-term customer relationships. Besides securing prospective 
"downlines," distributors can earn regular income from repeat purchases by loyal 
customers. As a result, a tension always exists in the distributor-customer relationship 
as manifested as in that commercial friendships depicted by Price and Amould: 
"Friendships are not generated or sustained for extrinsic material benefits that 




THEORETICAL AND CONCEPTUAL DEVELOPMENT 
Exchange Concept 
Exchange concept has been studied extensively across disciplines of economics, 
sociology, and marketing. This section attempts to delineate the diverse substance of 
exchange concept and lay a foundation for subsequent discussions on the distinctive 
exchange process in NM. 
Neoclassical economics typically assume transactions are discrete, independent 
events. Subsequent transactions, whether or not between the same or different actors, 
are unaffected by prior transaction history. Duties between parties are nonexistent 
prior to contract formation. Individuals enter into transactions in order to achieve 
economic gains, and their identities are irrelevant to the exchange. Thus, long-term 
relations between exchange parties are absent. Emerson (1981, p. 35) reveals that, 
"Obligations, trust, interpersonal attachment, or commitment to specific exchange 
partners are all alien topics for neoclassical economic theory." 
Neoclassical economics operates with “atomized and undersocialized" conception 
of human action (Granovetter 1985). Under perfect competition, numerous price-
taking anonymous buyers and sellers do not have any prolonged social contact with 
each other. This viewpoint excludes any impacts of social structures and social 
relations on production, distribution or consumption. The competitive forces in self-
regulating markets can suppress force and fraud, which render social relations non-
functional. Conversely, Granvoetter (1985) stresses the role of concrete personal 
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relations and structures of such relations in generating trust and discouraging 
malfeasance in economic life and argues that business relations are often mixed up 
with social relations. The governance mechanism of exchange relationships ascribes 
to the contingent actions taken by a party in influencing the level of rewards to be 
acquired from his/her exchange partner (Molm 1994). Serially dependent exchanges 
can thus nurture the development of trust and fairness norm. 
Similarly, Macaulay (1963) shows that the settlement of disputes among business 
partners is smoothed by referring to their social affiliations. Non-legal governance 
such as trust, reputation, social norms, and subsequent transaction opportunities are 
prevalent in commercial relationships. The “social embeddedness" exchange concept 
coheres with the relational exchange concept in relationship marketing literature. 
Relational exchange is conceptualized as involving transactions linked together over 
time, and taking into account the historical and social context in which transactions 
take place (Dwyer，Schurr, and Oh 1987; Gundlach and Murphy 1993; Heide 1994; 
Macneil 1980). Relational exchange has been associated with channel member 
governance (Heide 1994; Lusch and Brown 1996), buyer-seller dyads (Dwyer, Schurr, 
and Oh 1987), and entrepreneurial network (Larson 1992) in marketing literature. 
In social science, social exchange concept has been theorized by sociologists as 
the central tenet in explanation of social behaviors (Blau 1964; Emerson 1981; 
Homans 1961). Social behaviors can be explained in terms of rewards, where rewards 
can be tangible or intangible, of altruistic or egoistical value, that satisfy a person's 
needs or goals. An individual's behaviors tend to maximize rewards and minimize 
losses or punishments. Social exchange is conceived as any mutually rewarding 
actions in which the receipt of a needed valuable is contingent on the supply of a 
reward in return. 
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Blau (1964，p. 93-94) considers the differences between economic exchange and 
social exchange as that, “Social exchange entails unspecific obligations ...economic 
transaction rests on a formal contract that stipulates the exact quantities to be 
exchanged...all the transfers to be made now or in the future are agreed upon at the 
time of sale. Social exchange, in contrast, involves the principle that one person does 
another a favor, and while there is a general expectation of some future return, its 
exact nature is definitely not stipulated in advance...[social exchange]...involves 
favors that create not precisely specified ones, and the nature of the return cannot be 
bargained about but must be left to the discretion of the one who makes it." 
Thus, according to Blau (1964), the basic characteristics of social exchange 
distinct from economic exchange are: (a) social exchange engenders feelings of 
personal obligation, gratitude and trust, (b) social benefits do not have an exact price 
in terms of a single quantitative medium of exchange, (c) social benefits are less 
detachable from their source of supply (i.e., inalienable), (d) a given benefit is 
inseparable clearly from other rewards derived from a social association, and (e) 
reciprocation of favors can be delayed over time. 
Levi-Strauss (1969), moreover, contends that the items of social exchange are 
culturally defined, and they are remarkable not so much for their economic value as 
for their symbolic value. Levi-Strauss (1969, p. 138-139) posits that in social 
exchange, "It is the exchange which counts and not the things exchanged," thus, "The 
exchange relationship comes before the things exchanged, and is independent of them. 
If the goods considered in isolation are identical, they cease to be so when assigned 
their proper place in the structure of reciprocity." 
Ekeh (1974, p. 202), referring to the works of Levi-Strauss, argues that, "The 
motives for participating in social exchange transactions can only be termed social: 
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the motive behind social exchange transaction is to build up social networks 
interlinking the social exchange actors.，，Moreover, Ekeh (1974，p. 202) reveals that, 
"For Malinowski the motivation for engaging in social exchange transactions is two-
fold: psychological, to satisfy the psychological needs of the individual and, secondly, 
social, to build up an interlocking network of social relationships." Malinowski 
(1922), in an ethnographic study of gift-giving within Kula circle of the Trobriands 
islands, illustrates that the symbolic value, in contrast to the utilitarian value, of the 
necklaces and armshells circulated distinguishes social exchange from economic 
exchange. In Kula circle, gifts are circulated between trading partners lodged at 
different islands. The recipients of gifts are obliged to give them away, rather than to 
keep them as possessions, to the next trading partners. These gifts are highly regarded 
especially those which have been kept by men of important status, and displayed 
publicly by the recipients. Goodwill, prestige, and a sense of affiliation with prior 
owners rather than economic utility are the substance of Kula exchange. 
The exchange concept of marketing, however, encompasses richer substance. The 
generic concept articulated by Kotler (1972) and other prominent marketing scholars 
(Bagozzi 1979; Hunt 1983) suggests that marketing exchange comprises of both 
economic and social elements. Kotler contends that marketing is specifically 
concerned with how transactions, which is the exchange of values between two 
parties, are created, stimulated, facilitated, and valued. On the other hand, Bagozzi 
(1979) defines marketing exchange as "a transfer of something tangible or intangible, 
actual or symbolic, between two or more social actors.，，Adopting concepts from 
social exchange, Bagozzi (1975) contrasts utilitarian exchange with symbolic 
exchange. Utilitarian exchange, similar to economic exchange, involves an exchange 
of goods for money or other goods whereas symbolic exchange refers to the mutual 
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transfer of psychological, social, or other intangible entities. Marketing also has been 
depicted as “study of potency variation achieved through exchange processes...the 
voluntary transfer of value from one entity's assortment to another' assortment for the 
purpose of enhancing the potency of one's own assortment" (Houston and 
Gassenheimer 1987). 
The consensus among marketing scholars suggests that marketing exchange 
contains relational elements and involves creation and transfer of both extrinsic 
(market) value and intrinsic (social and psychological) value. Thus, customer value 
brought about by marketing exchange can range from pure economic value to pure 
symbolic value (Frenzen and Davis 1990; Haas and Deseran 1981). 
The current paradigm in relationship marketing complements the observations of 
Granovetter (1985) and emphasizes the implication of building and maintaining long-
term customer relationships. According to Morgan and Hunt (1994，p. 22), 
relationship marketing refers to "all marketing activities directed toward establishing, 
developing, and maintaining successful relational exchange." Recognizing the diverse 
conceptions of relationship marketing, Parvatiyar and Sheth (1999，p.9) suggest for 
delimiting its domain and so define relationship marketing as "the ongoing process of 
engaging in cooperative and collaborative activities and programs with immediate and 
end-user customers to create or enhance mutual economic value at reduced cost." The 
notion that economic value is the predominant concern of customers, however, may 
not completely reflect the reality. Evidence in service contexts indicates that some 
customers would value the social intercourse much more than the utilitarian rewards. 
Though marketing relationships are the locus of relationship marketing, few 
attempts have been made by researchers to explicate their nature (Bagozzi 1995; Price 
and Amould 1999). Marketing relationships have been described as "patterns of 
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purposeful behaviors directed towards satisfying needs through the exchange of 
economic and social value" (Gassenheimer, Houston, and Davis 1999, p. 325). 
Similar to engaging in social exchange, relational exchange participants acquire 
personal, noneconomic satisfactions (Dwyer, Schurr, and Oh 1987; Gundlach and 
Murphy 1993). 
In service contexts, customers gain not only functional value but also social value 
from the services consumed. Gwinner, Gremier, and Bitner (1998) show that 
relational benefits derived from service relationships include such social value as 
respect, recognition, and friendship development. In addition, service provider-client 
friendships are related to clients' loyalty and intention to recommend (Price and 
Amould 1999). Based on a social perspective, Sheth and Parvatiyar (1995) contend 
that customers exhibit relational market behaviors because of their desire to be 
identified with their social groups. Relational exchange therefore resembles social 
exchange in the manner that both involve creation and exchange of symbolic value. 
Nevertheless, customer value in relational exchange, in most situations, is delivered 
mainly through the product or core service while peripherally through the social 
intercourse. 
The social relationships in relationship marketing are utilized as instrumental 
means to enhance market effectiveness and efficiency for a firm while customers 
benefit from unique needs fulfillment, opportunism deterrence, and social well-being 
(Dwyer, Schurr, and Oh 1987; Sheth and Parvatiyar 1995). Thus, developing social 
relationships is a means to an end (i.e.，the extrinsic rewards associated with the 
relationships). In contrast, social relationships are the subject of exchange in social 
exchange (i.e., an end-in-itself). People engaging in social exchange aim for those 
gratifying, inalienable, intrinsic benefits like social approval, support, and cohesion 
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(Blau 1964). In examining the nature of commercial friendships between hairstylists 
and clients, Price and Amould (1999) illustrate that instrumentality is prevalent and 
causes tension within these relationships. In summary, substantial marketing literature 
reveals that economic and social/symbolic value acquisition is the goal pursued by 
consumers in relational exchange. 
Research on Socially Embedded Exchange 
In this section, some major research on socially embedded exchange is introduced. 
The implications of the selected research to our empirical study of NM exchange are 
discussed. 
According to the social embeddedness exchange concept, purposive actions of 
exchange parties are embedded in concrete, ongoing systems of social relations 
(Granovetter 1985). Thus, this concept is not confined to long-term marketing 
relationships. Distributor-customer exchange in NM is also socially embedded 
because social ties preexist between the parties. In fact, personal relationships are 
comparable to commercial relationships in various aspects (lacobucci and Ostrom 
1996). Though socially embedded exchange is commonly associated with commercial 
relationships, we consider it here as those transactions undertaken between socially 
bonded exchange parties. 
Research examining the effects of social relations (friendships) on transactions 
suggests that friendship scripts of an individual affect his/her pricing decision in a 
business transaction (Halpem 1994). The findings indicate that the buyer anticipates 
paying more to and the seller anticipates charging less for a friend than for a stranger 
in a business transaction. Friends tend to agree on the transaction price without 
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communicating with each other. In a following study, Halpem (1997) further 
elaborates the implications of script theory on business transactions among friends. 
The friendship scripts being identified in transactions are harmony and goodwill, 
sense of obligation without need for accountability, pricing independent of a friend's 
valuation of a commodity, and mutual agreement on price. 
Halpem contends that scripts provide a holistic explanation of the parties' 
transaction behaviors, which they are obligated to do and are entitled to anticipate. 
The scenario experiments in his study provide indirect evidence on the existence of 
scripts, which guide the behaviors of parties in a transaction. Accordingly, identifying 
both the contents of scripts and the cues that invoke them is valuable in understanding 
socially embedded exchange. Halpem (1997, p. 863) concludes that scripts are the 
manifestation of social norms: “Social norms create scripts, and scripts enable 
individuals to fulfill the society's normative requirements without thinking too much 
about them." In Halpem's studies, the finding that friends act out of a sense, of 
obligations towards each other without the need for accountability draws our interest. 
This implies that when friends act as sellers, they are expected to concern fairness in 
transactions terms and the interest of the buyers more than their own. 
Though socially embedded exchange have been examined in industrial marketing 
and channel dyads, scant consumer research have focused on this aspect (e.g., Brown 
and Reingen 1987). Frenzen and Davis (1990) have examined the impact of market 
embeddedness on consumers' purchasing behavior in home party sales. The authors 
illustrate that customers obtain acquisition utility (intrinsic in goods) as well as social 
exchange utility (Ue) (i.e., contributions made to strengthen social relations from such 
transactions). Customers therefore are willing to purchase from the seller, to whom 
they are socially bonded, in order to strengthen their social ties. In addition, social 
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exchange utility, inferred indirectly from the strength of buyer-seller tie and buyer's 
indebtedness to seller, is found to have larger impact on guests' likelihood of purchase 
than acquisition utility while it has no impact on purchase volume. 
This implies that customers are motivated predominately by the social value of 
exchange rather than the product benefits in the home party market. The social value 
of exchange is generated solely by the act of exchange instead of the quantity of 
goods purchased. Frenzen and Davis (1990，p. 9-10) denote that: "Functioning of 
home party market indeed depend on the accretion and dissolution of Ug with the 
social ties of women who are willing to repeatedly exchange the roles of giver and 
receiver, hostess and guest." They conclude that: "The choice of product offered for 
sale at a home may not affect sale as long as the product surpasses a minimal quality 
threshold and falls in the expenditure range compatible with prevailing norms of 
reciprocity.” 
In fact, both home party sales and NM are forms of socially embedded exchange. 
The hostess-guest ties are the same as the distributor-customer ties in NM. NM is thus 
substantially dependent on customers' perceptions of social value intrinsic in the 
transactions. Similar to the home party sales, customers in NM can repay outstanding 
debts (in non-monetary sense), demonstrate norms of reciprocity, and extend future 
social exchange possibilities. In view of this, if customers purchase from distributors 
in NM are motivated by product value and social value of exchange, NM would 
become a value-added means of product distribution. Conversely, if customers 
purchase from distributors solely for the sake of sustaining the personal relationships, 
by showing a sense of attachment and commitment, the value and viability of NM as a 
distribution means would be questionable. 
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Based on data from General Sales Survey 1996 conducted by National Opinion 
Research Center in US, DiMaggio and Louch (1998) discover a rather high 
percentage of major transactions taking place between fnends, relatives or compound 
ties in social networks. DiMaggio and Louch purport that individuals transact with 
their acquaintances deliberately in order to mitigate opportunism in high-risk 
situations. Thus, buyer trades with fnends or kins to reduce risk by embedding the 
transactions in sets of continuous, multi-purpose relations. Further, the willingness of 
a seller to transact with a friend, relative, or compound tie represents "credible 
commitment" in which the seller's reputation to other network members become 
hostages to the transaction (Williamson 1996). In other words, the cost on sellers to 
take advantage of the buyer become so high that it deter opportunistic acts. The 
inverse relationships between frequency and uncertainty of transactions, and within-
network exchange to be found support the authors' arguments. 
In addition, people who have purchased goods and services from fnends and 
relatives report greater satisfaction especially in transactions with greatest uncertainty 
(e.g., legal service). Evidence also indicates that people believe their friends give 
them better terms of trade than strangers do, and they are more inclined to withhold 
adverse product information from strangers than from family members. Therefore, as 
the goods distributed by NM firms usually are low-ticket items, customers are not 
motivated to purchase from their friends or acquinatnaces for the sake of minimizing 
risks. 
Word-of-mouth information transmission and exchange within social networks is 
a research area studied by Frenzen and Nakamoto (1993) that integrates the macro 
influence of social structure and micro influence of individual motivation. The authors 
examine the impact of structural and cooperative imperfections on the flow of valued 
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information within and across “cliques.，，As information has intrinsic value, revealing 
information by the transmitter may incur opportunity costs. Nevertheless, the 
exchange behavior of the transmitter is also dependent on the spirit of exchange, 
which is determined by the tie strength prevailing in the social networks. Strong ties 
are characterized by generalized exchange that permits delayed reciprocity and 
inequivalent resource value whereas weak ties are characterized by balanced 
exchange, which demands strict reciprocity of equivalent resource value. 
Their experimental results indicate that transmission of information is 
independent of cost and value in strong ties whereas the transmission is obscured in 
weak ties when both cost and value of information are high. The transmission 
probability within strong ties is also higher than that within weak ties. In exchange 
contexts, the relative value (i.e., the ratio of value of information received to that is 
given) of information has no impact on reciprocal transmission of information within 
strong ties. In contrast, the probability of reciprocal transmission of information is 
reduced whenever the value of information given is higher than what is received 
within weak ties. In other words, self-interest of the transmitter rather than his/her 
concern with equity in exchange predominates valued information transmission 
within weak ties. This implies that the strength of social ties and the value of object of 
exchange play significant roles in the act of reciprocation. When social ties are weak, 
the relative value of the object of exchange becomes salient in influencing an 
individual's reciprocation intention. 
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Network Marketing as Socially Embedded Exchange 
Previous discussions illustrate the nature of NM, the social embeddedness 
exchange concept and the relevant research. In fact, the governance of structural 
social ties, the anticipated future exchange possibility, and the indiscernible social 
intercourse suggest that NM exchange manifests as a form of socially embedded 
exchange. In addition to economic gain, exchange parties in NM exchange derive 
personal, social, and psychological satisfactions through the social exchange rituals. 
In this section, we attempt to identify the social elements of NM as socially embedded 
exchange, and develop hypotheses to examine: (1) the independent effects of these 
social elements, and (2) the interaction effects between these social elements and 
economic outcome on consumer perception and attitude. 
In our conceptual framework, the dependent variables include consumers' 
perceived distributive justice in the transaction outcome, satisfaction with the 
distributor, and repurchase intention from the distributor. These three dependent 
variables reflect consumers' cognitive, affective, and behavioral aspects of attitudes 
respectively towards NM exchange. The independent variables include consumers' 
trust with the distributor, social value of exchange, as well as outcome favorability. 
Sense of Justice in Exchange 
Consumers' distributive justice perceptions in exchange outcome is the key 
dependent variable that we examine. Though it is commonly believed that justice or 
fairness is an essential element in marketing exchange, the implications of justice 
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concept in marketing only have been studied recently. Since NM is recognized as a 
form of socially embedded exchange, economic and social concern are both salient to 
customers' evaluation of the exchange process and outcome. In fact, people's sense of 
justice prevails in various kind of human activities including economic transactions 
and social intercourse. Debates and controversies on the legitimacy of NM indicate 
that upholding the norm of fairness in a transaction is a crucial concern of customers. 
The redresses and retaliations undertaken by customers and ex-distributors reflect the 
negative emotions associated with a strong sense of injustice. In this section, the 
implications of justice concept in social interactions and marketing exchange are 
delineated. 
Since social systems often involve distribution of valued resources and allocation 
of rights and obligations, justice concept has long been a significant issue in social 
psychology. Three interrelated justice concepts within the domain of justice research: 
distributive justice (concerning with decision outcome), procedural justice 
(concerning with formal policies and procedures in allocating resources), and 
interactional justice (concerning with interpersonal treatment and enactment of 
procedures) have been examined most extensively especially in group process and 
organizational studies (Bies and Moag 1986; Cook and Hegtvedt 1983; Deustch 1985; 
Lind and Tyler 1988; Tyler and Bies 1990). 
People's concern about social justice develops out of their goals (e.g., task or 
social-emotional goals) in their social interactions, and its form is responsive to the 
nature of those interactions. Thus, people's sense of justice is shaped by the 
psychological orientation they hold under different kinds of social relations (including 
exchange relationships) and contexts (Deutsch 1985, p. 84). Consensus on justice can 
minimize the potential for conflict and facilitate cooperative actions. 
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The group-value model ofLind and Tyler (1988) explicates the relational concern 
of people in social interactions. People value membership in social groups because 
group can be a source of self-validation, emotional support, and tangible resources. 
People deliberately seek evidence about their position within a group (a group can be 
referred as kinship or friendship network) to which they belong. In addition to the 
identity concern, people's concern for their benefits is framed in a long-term 
perspective. People need to realize that the group with which they are identified are 
"fair, act in neutral ways, have benevolent motives, and recognize people's rights and 
standing" (p. 852), in order to warrant fair outcome from the group in the long run 
(Tyler 1994). 
Tyler's (1989) study on legal authorities in society shows that those group-value 
variables can explain more variance in procedural justice, distributive justice, and 
affect than outcome favorability. In comparing people's resource motive with 
relational motive in justice, Tyler shows that relational concern shapes people's 
distributive justice, in addition to procedural justice. It is because outcome of any 
exchange provides indirect evidence with respect to the self-identity of an individual 
being perceived by others (e.g., violation of outcome expectations indicates that an 
individual's merit in contribution or competence is not recognized) (Tyler and 
Elliveau 1995). This psychology literature suggests that parties in exchange 
relationships expect proper behaviors and motives e.g. trustworthy behaviors towards 
each other because these acts reflect the parties' status and position within the 
relationship or social group. 
Since marketing exchange is conceived of exchange of valued (tangible or 
intangible) resources between the actors, justice theory provides a useful framework 
in explaining their perceptions, sentiments, and behaviors. Therefore, in marketing, 
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justice concept has stimulated studies in such contexts as marketing channel (Kumar, 
Scheer, and Steenkamp 1995), mass consumer market (Oliver and Swan 1989a, 
1989b)，service failure (Smith, Bolton, and Wagner 1999; Tax, Brown, and 
Chandrashekaran 1998), as well as postcomplaint behaviors (Blodgett, Hill, and Tax 
1997). Marketing literature, though scant, has illustrated the relation between justice 
perceptions of exchange partners and relationship quality. Frazer (1985) and Kumar, 
Scheer, and Steenkamp (1995) show that perceived distributive and procedural 
injustice jeopardize marketing relationships as it entails conflicts and distasteful 
affects. 
In service marketing, researchers integrate justice concepts into complaint 
handling episodes (Tax, Brown, and Chandrashekaran 1998) and service 
failure/recovery (Smith, Bolton, and Wagner 1999), and posit them as antecedents of 
customer satisfaction and relationship quality. In both studies, distributive justice is 
found to have significant and positive effect on customer satisfaction. In addition, 
Blodgett, Hill, and Tax (1997) illustrate that complainants' justice perceptions are 
central to their postcomplaint behaviors as negative word-of-mouth and repatronage 
intentions. 
Nevertheless, justice concepts have not been developed comprehensively in 
personal selling context. Oliver and Swan (1989a, 1989b) are pioneers in applying the 
equity rule of justice in sales transactions. Their findings illustrate that customers 
form justice perceptions by evaluating their outputs from and inputs to the 
transactions and comparing these to that of a salesperson or dealer. These justice 
perceptions are found to have significant influence on customer satisfaction. One 
interesting finding, contrasting with equity concept, reveals that customers' justice 
perceptions are a function of customer's outputs and salesperson's inputs only (Oliver 
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and Swan 1989a). Their later study, moreover, shows that customers' justice 
perceptions are influenced by relative equity advantage instead of absolute equity 
difference (Oliver and Swan 1989b). Thus, consumers' justice perceptions are 
weighted in their favor and in egocentric bias. 
The above discussions depict the significant role of justice in social interactions 
and marketing relationships. The salient role of social relationships on customers' 
self-identities as well as the ambivalence induced by the exchange context in NM 
heighten customers' justice concern. Injustice outcome not only hampers their 
economic well being but also their self-identity. The subsequent negative affects and 
manifested conflicts likely jeopardize the social relationships. As a result, customers' 
justice perception of the transaction outcome in NM exchange is the key dependent 
variable to be examined in this study. 
In addition to perceived distributive justice, customers' satisfaction with the 
distributor and their repurchase intention from the distributor are two other dependent 
variables to be examined. Satisfaction and repurchase intention exhibit the affective 
and behavioral aspects of consumer attitude. Though marketing literature suggests 
that perceived justice is an antecedent of satisfaction, most of these studies use cross-
sectional research design. Thus, the causal relationship between perceived justice and 
satisfaction cannot be warranted. The argument that cognition should precede affect 
seems counter-intuitive in consumer research. We anticipate that perceived 
distributive justice is moderately correlated with satisfaction and repurchase intention, 
however, we do not propose any causal relationships between them. Nevertheless, the 
importance of justice in social interactions and marketing exchange suggest that 
perceived distributive justice should have the largest unique variance associated with 
the independent variables. 
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Relational Exchange Norms 
Customers' perception of the prevalence of relational exchange norms in NM 
exchange is the covariate that we examine. Exchange norms have been recognized as 
a governance mechanism, complementary to legal contracts, to mitigate opportunistic 
behaviors of exchange parties in relational exchange. The prevalence of relational 
exchange norms in any exchange context is indeed subject to an individual's 
perception and interpretation. This variable therefore cannot be manipulated directly 
as an independent variable in our research design and so is treated as a covariate, 
which is expected to have significant impact on the dependent variables. 
Relational exchange norms, as governance, have been contended as binding 
exchange partners as well as guiding, controlling, and regulating proper and 
acceptable behaviors in exchange (Gundlach and Achrol 1994; Macneil 1980). In 
other words, relational exchange norms "provide a frame of reference, order, and 
standards against which to evaluate appropriate behavior in ambiguous and uncertain 
situations" (Gundlach and Achrol 1994，p. 144). Opportunistic behaviors are 
supposed to be mitigated through reference to social affiliations or identification. 
The capability to preserve and safeguard exchange by relational exchange norms 
is noted by Heide and John (1992, p. 35): “A defining characteristic of norms is their 
ability to specify permissible limits on behavior.. .norm thus serve as a general 
protective device against deviant behavior. A particular property of relational norms is 
their prescription of behaviors directed toward maintaining the system or relationship 
as a whole and curtailing behavior promoting the goals of individual parties." Macneil 
(1980，p. 59) maintains that norms should also imply actual behaviors in addition to 
the principles of right action and thus norms "describe how people behave and 
prescribe how they should behave." In summary, relational exchange norms are 
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mutually expected by the exchange parties and are manifested as patterns of 
acceptable behaviors and sentiments. 
Relational exchange norms like solidarity, mutuality, flexibility, role integrity, 
and harmonization of conflict are examined commonly as governance in inter-
organizational exchange (Gundlach and Murphy 1993; Heide and John 1992; 
Kaufmann and Stem 1988). The norms of fairness, honesty, and reciprocity are 
revealed as social control in entrepreneurial networks (Larson 1992). In a simulation 
study, Gundlach, Achrol, and Mentzer (1995) illustrate that relational exchange norms 
can sustain and strengthen commitment between exchange partners and inversely 
relate to opportunistic behaviors. Lusch and Brown (1996) show that channel parties 
exhibit such relational behaviors as flexibility, information exchange, and solidarity 
when their relationships are governed by the normative contract (i.e., relational 
exchange norms). However, scant research evaluates the effectiveness of relational 
exchange norms in deterring opportunism or the consequences of their failure as 
governance. Kaufmann and Stem (1988), therefore, validate that the prevalence of 
relational exchange norms in commercial litigations can reduce the exchange parties' 
unfair perceptions. 
Based on the above discussions, we argue that customers in NM expect 
distributors should act in accord with the relational exchange norms and that enhance 
cohesion of the social ties. To prevent loss of psychic or social benefits associated 
with the social network is the motive for the distributors (Gundlach and Achrol 1994). 
This argument is supported by the research done by DiMaggio and Louch (1998). The 
authors contend that "credible commitment" in which the seller's reputation to other 
network members become a hostage to the transaction and so prevent opportunism. 
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Customers, therefore, anticipate that distributors act much like a friend instead of a 
seller who solely pursues self-interest in economic gain from the exchange. 
Nevertheless, distributors in NM are frequently accused of deliberate deception, 
misrepresentation, and withholding information, etc. This implies that relational 
exchange norms are not strong governance in this context. In fact, distributors' acting 
for their own interest is common in the marketplace. When the distributor's behaviors 
violate the normative expectations held by the customer, he or she likely feels a sense 
of injustice and emotional distress. Therefore, we hypothesize that: 
Hi： The normative expectations that distributors follow the relational exchange 
norms held by customers have positive influence on their perceived 
distributive justice, satisfaction, repurchase intention. 
Outcome Favorability 
Outcome favorability is an independent variable that is hypothesized to have 
positive influence on the dependent variables. In the current study, outcome 
favorability is framed as different levels of product value because customer value 
creation and delivery is the central tenet of the marketing concept. Thus, favorable 
outcome means that the referent product value is low whereas unfavorable outcome 
means that the referent product value is high. 
Perceived product value is conceptualized as, "Consumer's overall assessment of 
the utility of a product based on perceptions of what is received and what is given" 
Zeithaml (1988，p. 14). Product value therefore consists of two components: benefits 
and sacrifices. Scant consumer research, however, incorporates perceived value or 
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perceived sacrifice (e.g., price input) into their satisfaction models. Oliver and 
associates (Oliver and DeSarbo 1988; Oliver and Swan 1989a, b) have made efforts to 
integrate equity concept into their consumer satisfaction studies. Fomell et al. (1996) 
also provide evidence on the positive effect of perceived value on satisfaction. With 
regard to consumers' sacrifice in exchange, Voss，Parasuraman, and Grewal (1998) 
illustrate the effect of consumers' price perceptions on satisfaction with hotel services. 
Though they have not examined consumers' price fairness perceptions explicitly, the 
negative relationship found between pre-purchase price perceptions and satisfaction in 
the price-performance inconsistency condition indicates that consumers' sense of 
injustice is plausibly aroused. 
Fraudulent goods, the goods being distributed are not what it is represented to be, 
can be the source of injustice (Deutsch 1985). Fraudulence is, moreover, not confined 
to tangible goods, it can also be applicable to other intangible resources (Foa and Foa 
1974). The outcome justice principles of cost, amount (service higher or lower than 
expectation), correctness, and excellence (quality) identified by Clemmer and 
Schneider (1996) illustrate that customers' justice perceptions are based on their post-
purchase evaluations. In summary, consumers' perceived product value, which 
incorporates both benefits and sacrifices, is an antecedent of their perceived justice in 
and satisfaction with the transaction outcome. Nevertheless, we need to understand 
consumers' cognitive processes of post-purchase outcome valuations. 
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Referent Cognition Theory (RCT) 
Social psychologists have theorized that there are two types of reference points for 
outcome evaluations, one is based on social comparison information while another is 
based on people's expectations. Equity theory postulates that an individual judges the 
outcome as fair when his/her own output/input ratio is better than the comparison 
other. Social exchange theorists, however, contend that an individual's expectancy 
can also act as a reference point for comparison in fairness judgments. People are 
satisfied with the outcome that equals or exceeds their expectancy whereas 
dissatisfied with the outcome below their expectancy (Austin, McGinn, and Susmilch 
1980; Bos etal. 1998). 
RCT (Folger 1983，1986，1987) proposes that an individual's injustice perception 
and resentment may not only arise from social comparisons or violations of pervious 
experiences. Instead, the imaginative outcome obtained from an alternative procedure, 
condition, or circumstance (if that would have occurred) can also be a frame of 
reference. Mental simulations deriving from social comparison, expectation, or 
imagination, in comparison with an individual's existing outcome are called referent 
outcome. The set of circumstances imagined in yielding the referent outcome is 
considered as referent instrumentalities. If the actual instrumentalities seem to be 
morally inferior/superior to the referent instrumentalities, there would be low/high 
justification for the existing outcome respectively. 
An individual，s resentment is maximized when he/she believe he/she would have 
obtained better outcome if “more justifiable" circumstances should have occurred. 
Thus, an individual's justice perception and resentment are affected by the interaction 
between justification and referent outcome. Only when the justification for the current 
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state is inadequate, an individual in the high-referent outcome condition would feel 
more discontent and unjust. Folger, Rosenfield, and Robinson's (1983) empirical 
study shows that resentment is different for high and low referent outcome only when 
justification is insufficient. If we reframe referent outcome as relative outcome 
favorability, Tyler's (1989，1994) studies of the psychological models of justice 
illustrate that outcome expectation violation is an antecedent of distributive justice 
and affect towards authorities in legal and organizational context. 
In the current study, outcome favorability is conceptualized as referent product 
value or referent outcome as per RCT. Because referent outcome is the desirable 
outcome imagined to be obtained by an individual through alternative circumstances, 
it could be based on imagination, social comparison or past experience. Accordingly, 
referent product value of NM exchange can be referred to the value of any 
substitutable products that are sold in the marketplace. Since NM firms only target at 
the warm market, most sales encounters are initiated by distributors rather than 
customers. Thus, we argue that customers rarely attribute themselves as the cause of 
any unfair transaction outcome obtained in the sales encounters. In view of this, we 
assume that the initiation acts of the distributor in NM exchange would fulfill the pre-
requisite condition of RCT (i.e., outcome resulting from "unjustified procedure"). 
In conclusion, we intend to assess the impact of outcome favorability on 
consumers' attitudes within the context of NM exchange. Since there is insufficient 
theoretical ground to support any influence of the strength of social ties on customers' 
attitudes towards the outcome of socially embedded exchange, we propose that 
outcome favorability in NM exchange has individual positive influence on the 
customer's perceived distributive justice, satisfaction with the distributor, and 
repurchase intention. 
41 
H2： Outcome favorability has positive influence on customers' perceived 
distributive justice, satisfaction, and repuchase intention. 
Trust and Trustworthiness 
Trust is another independent variable that is hypothesized to have positive 
influence on the dependent variables. Trust is a complex concept with 
multidimensional meaning. Lane (1998) identifies three common elements of trust 
from a review of economic, social，and organization theories. First, there is 
interdependence between trustor and trustee. Desirable and significant behaviors are 
expected from the trustee. Second, trust is associated with risk or uncertainty in 
exchange relationships. Third, vulnerability resulting from taking risk will not be 
taken advantage of by the trustee. Similar themes also evolve from a consolidation of 
cross-discipline studies of trust by organization researchers (Rousseau et al. 1998). In 
this study, interpersonal trust rather than system trust, institutional trust (Shapiro 
1987)，or societal trust, is referred to specifically. Interpersonal trust is based on 
“familiarity, developed in previous interaction or derived from membership in the 
same social group" instead of the impersonal trust originating from social systems or 
institutions (Lane 1998，p. 14). 
In fact, the problem of trust in socially embedded exchange that we address 
integrates theoretical concern with trust between familiar actors and concern with 
trust as governance of economic transactions (Bigley and Pearce 1998). Powell (1996) 
illustrates that trust-based governance emerges in different forms of 
interorganizational collaborations. These sources of trust can arise from location 
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proximity, kinship, common membership, shared historical experiences, as well as 
mutual dependence. 
The conceptual complexities of trust augmented with various disciplinary 
perspectives constrain the possibility to devise a universal conceptualization of trust. 
We therefore follow the perspective suggested by Rousseau et al. (1998，p. 395) in a 
recent collection of organizational trust literature: "Trust is a psychological state 
comprising the intention to accept vulnerability based upon positive expectations of 
the intentions or behavior of another." The definition is simple and straightforward 
and incorporates the element of vulnerability into it directly. 
In socially embedded exchange, the relational form belongs to the deep 
dependence category explicated by Sheppard and Sherman (1998). In deep 
dependence relationship, ‘‘A trustee's behavior is often outside the trustor purview 
and difficult to monitor and is characterized by risk of cheating due to information 
asymmetry". Thus, trust production relies on a sense of obligation that is engendered 
by quadratic trust and psychological contracts. Quadratic trust refers to the social 
sanctions arising from the social network while psychological contract refers to 
mutually perceived obligations. The psychological contract characterizing social 
relationships comprises beliefs in reciprocal and promised obligations and violation of 
them would generate distrust, dissatisfaction and dissolution of relationship. 
Social embeddedness exchange concept emphasizes the role of social relations 
and structures of such relations in generating trust and inhibiting malfeasance in 
transactions. Past dealing experience is posited to be a reference for future 
transactions: "Continuing economic relations often become overlaid with social 
content that carries strong expectations of trust and abstention from opportunism" 
(Granovetter 1985, p. 490). Evidence like interlocking directorate, business elite 
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community, and personal relations between boundary spanning personnel cited by 
Granovetter illustrates the governance nature of social relations within and between 
firms. Indeed, the contention of Granovetter can be generalized equivalently to 
transactions between salespeople and customers. Nevertheless, thorough accounts of 
the trust evolution within social relations and the governance mechanism of such 
relations are not provided. 
In an ethnographic analysis of entrepreneurial alliances, Larson (1994) reveals 
that trust inherent in the social relations among the firms is a significant control of the 
marketing relationships. Similarly, Uzzi's (1997) analysis of entrepreneurial firms 
demonstrates that trust is an inherent characteristic of socially embedded exchange. 
Uzzi (1997，p. 45) points out that, "Trust is a governance structure that resides in the 
social relationship....these psychological mechanisms and expectations are emergent 
features of a social structure that creates and reproduces them through time." Bradach 
and Eccles (1989)，however, illustrate that the social norms of obligation and 
cooperation, as well as the overlapping of personal relationships with economic 
exchange are the basis of trust in economic life. 
With regard to trust development, Rousseau et al. (1998) delineate four bases 
for trust evolution and development: deterrence-based, calculus-based, relational-
based, and institutional trust. Deterrence-based trust emphasizes the costly sanctions 
predicated on trust violation exceeds any potential benefits from opportunistic 
behaviors. Calculus-based trust emerges when the trustor perceives that the trustee 
intends to act in a beneficial way. This positive intention is inferred from credible 
information regarding the intentions or competence of the trustee. The trustee's 
personal reputation is held as hostage as deliberate trust violations tarnish his/her 
reputation through the network of friends and business associates. Relational trust is 
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developed from repeated interactions over time between trustor and trustee. 
Reliability and dependability of the trustee in previous interactions enables the trustor 
to form positive expectations. As commonly shared values and goals may develop, 
parties would have greater level of faith in the intentions of one another. Thus, trust is 
more resilient and sustainable even unmet expectations occur occasionally. 
Institution-based trust, however, is based on institutional mechanisms. Similar 
typologies are also proposed by Lewicki et al. (1995) and Shapiro, Sheppard, and 
Cheraskin(1992). 
Customers' trust in distributors is thus multi-based. Customers likely anticipate 
in calculation that distributors benefit from their reputation within the social networks, 
and from the continuity of social and economic relationship with them. Thus, the 
distributors would act trustfully in the NM exchange. Alternatively, as the customers 
and the distributors are closely tied, the social bond provides ground for them to 
nurture common goals and values. Fulfillment of expectations in repeated cycles of 
social or economic exchange further strengthen their mutual trust. Thus, customers 
become faithful to the benevolence of distributors. 
Trust also has drawn substantial attention from marketing researchers. The 
pioneering work of Morgan and Hunt (1994) has articulated a relational exchange 
model with trust and commitment as key mediating variables. Trust is conceptualized 
by them as “one party has confidence in an exchange partner's reliability and 
integrity" (Morgan and Hunt 1994, p. 23). In general, most marketing literature 
conceptualizes trust as a party's belief of an exchange partner's trustworthiness that 
results from the partner's credibility, reliability, and benevolence (Doney and Camion 
1997; Ganesan 1994; Garbarino and Johnson 1999; Kumar, Scheer, and Steenkamp 
1995). Credibility or reliability usually refers to the competence or expertise of an 
45 
exchange partner in performing his/her duties and fulfilling promises. Benevolence is 
usually associated with attributing positive motives and intentions to the partner. 
Some marketing scholars, however, emphasize the behavioral component of trust, that 
is the willingness to rely on an exchange partner accompanied trust expectations in 
uncertain and vulnerable situations (Moorman, Deshpande, and Zaltman 1993). In 
contrast, organizational researchers Mayer, Davies and Schoorman (1994) 
conceptualize ability, benevolence, and integrity as factors of trustworthiness instead 
of distinct dimensions of trust. Trustworthiness is a unique trait of the trustee that 
enables the trustor's to form trust perceptions. In other words, these characteristics of 
the trustee are not trust per se, but help to build the foundation for trust development. 
Trust, indeed, is a crucial element in successful marketing relationships because 
"trust and commitment encourage exchange parties make efforts on preserving 
relationship investment, resist short-term appeal of alternatives as well as willing to 
take high-risk actions，，(Morgan and Hunt 1994，p. 22). Moreover, Kumar, Scheer, 
and Steenkamp (1998, p. 97) purports that trust "creates a reservoir of goodwill that 
helps preserve the relationship when, as will inevitably happen, one party engages in 
an act that its partner considers destructive." Trust therefore is a facilitator in 
enhancing the solidarity of relational exchange. The meta-analysis work of Geyskens, 
Steenkamp, and Kumar (1998) indicates that trust in marketing channels has relative 
high effect size with such sentimental variables as commitment, satisfaction, and 
affect, etc. Satisfaction as a global evaluation of fulfillment in the relationship is 
found to be highly correlated with trust even controlling for economic outcome. The 
authors posit that, "When a channel member trusts its partner, it will feel secure by 
way of an implicit belief that the actions of the partner will result in positive outcome 
or not result in negative outcome" (Geyskens, Steenkamp, and Kumar 1998, p. 240). 
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According to Ganesan (1994)，a retailer's trust in vendor reduces transaction 
costs and its perceptions of opportunistic risks, and enhances the confidence that 
short-term inequities will be resolved in the long run. Nevertheless, scant marketing 
research empirically examines the governance function of trust in marketing 
relationships or the impact of a party's trustworthiness on its exchange partner's 
evaluation of a transaction. 
In summary, transacting with a trustworthy exchange partner is beneficial and 
preferable in most marketing contexts. Though most benefits accompanied are 
economical (e.g.，transaction costs is reduced), psychological rewards intrinsic in the 
transaction are also desirable. Thus, the sense of security and reduced probability of 
being cheated associated with a trustworthy party enhance an individual's satisfaction 
with the transaction and his/her partner. In fact, the contention that pre-transaction 
trust has a positive influence on satisfaction shares similar view with Singh and 
Sirdeshumukh (2000). The confidence benefits (i.e., knowing that you can trust your 
service provider and feel less vulnerable) in service relationships illustrated by 
Gwinner, Gremier, and Bitner (1997) are positively correlated with satisfaction. 
In addition to customer satisfaction, trust is expected to have significant impact on 
customers' sense of injustice. However, marketing literature rarely attempts to 
examine the relationship between trust and justice in exchange outcome. Singh and 
Sirdeshmukh (2000) explicates that inferred benevolence of service providers would 
influence consumers' price fairness perceptions. Similarly, the scenario experiment of 
Campbell (1999) illustrates that inferred positive motive (i.e., firms do not intend to 
take advantage of or exploit customers by price increase) of sellers in an auction 
context attenuates customers' unfair price perceptions. Studies of group-value model 
(Tyler 1989，1994) of justice also indicate that people's trust, that is beliefs in the 
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benevolent intentions of authorities, is an antecedent of perceived distributive justice, 
procedural justice, and affect towards the authorities in both legal and organizational 
settings. 
Accordingly, we argue that trust inherent in social relations provides reference for 
an individual to make inference about the fairness of transaction outcome. Beliefs in 
the benevolence, one dimension of trust, of a party implies that he/she acts with the 
interests and welfare of his/her exchange partner in mind. Thus, detrimental actions to 
his/her exchange partner would be withheld. We argue that customers likely draw 
inference about the justice of transaction outcome from the trustworthiness of a 
salesperson especially when the transaction outcome is difficult to evaluate. A close 
personal relationship between the salesperson and the customer likely enhances this 
inference process. 
Robinson (1996), however, in a longitudinal study shows that initial trust in one's 
employer is negatively related to subsequent perceptions of psychological contract 
breach (i.e., employees' beliefs of what they are entitled to receive from their 
employers as implicit or explicit promises have been conveyed). The breach in 
psychological contract can be viewed as a form of unfavorable outcome resulting 
from the employer-employee relationships. Robinson (1996) argues that, "Employees 
with high initial trust assimilate the evidence of an unfulfilled contract into their prior 
attitude of trust, such that the contractual transgression is interpreted in a positive 
light." According to Robinson, people tend to seek out and focus on information that 
confirms prior cognitions, and to avoid or ignore information that disconfirms them. 
This notion describes people's selective perceptions in maintaining their cognitive 
consistency. 
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Similarly, McKnight, Cummings, and Chervany (1998) illustrate that people's 
intention to trust is rather robust in social interactions. Citing evidence from social 
cognition, McKnight et al. (1998，p. 484) contend that, “people do attend to 
information that disconfirms their views, they often discount it as inaccurate or 
uninformative, or they reinterpret it positively." Thus, “People develop mechanisms 
enabling them to absorb disappointment as part of their expectation of the other 
person, thus reducing the effect of the disappointment on trusting intention" 
(McKnight et al. 1998，p. 485). Accordingly, people tend to maintain their trust 
beliefs, and intention even contradictory evidence surfaces. As a result, we 
hypothesize that trust has positive influence on the dependent variables. Moreover, 
trust moderates the effect of outcome favorability. In high trust condition, customers' 
preconceived trust in distributors mitigates any negative impact of unfavorable 
outcome on the dependent variables. 
H3a: Trust has positive influence on customers' perceived distributive justice, 
satisfaction, and repurchase intention. 
Hsb: Trust moderates the positive influence of outcome favorability on 
customers' perceived distributive justice, satisfaction, and repurchase 
intention. 
Social Value of Exchange 
Social value of exchange is the third independent variable that is hypothesized to 
have positive influence on the dependent variables. Our previous discussions 
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delineate the symbolic elements in marketing exchange and social exchange. NM as a 
form of socially embedded exchange suggests that salience of the social value be the 
subject of exchange. In fact, exchange parties engaging in socially embedded 
exchange, like relational exchange, can enhance the solidarity of their social 
relationships (Macneil 1989). Exchange parties may deliberately seek for such social 
rewards as social acceptance, approval, respect, appreciation, and opportunity for 
friendships in relational exchange (Eckhoff 1974). In service context, Gwinner, 
Gremier，and Bitner (1998) show that benefits like respect, recognition, and friendship 
development are perceived as important consumer value in exchange relationships. 
Thus, symbolic or social value inherent in the social intercourse together with the 
product value acquired motivate customers to participate in NM exchange. 
Though symbolic value is a social goods, a fair rate of exchange for such social 
rewards, noted by Blau (1964), exists in a society and is governed by prevalent social 
norms. An individual in a society may feel a sense of injustice if his/her expectation 
towards a fair exchange rate of those social benefits is violated. In organizational 
context, Randall and Mueller's study (1995) suggest that employees have a sense of 
entitlement for those intangible rewards like self-actualization opportunity, status, 
security, friendship opportunity, and opportunity for altruism in work. Employees' 
distributive justice evaluations are conceptualized as the ratio of the amount of 
rewards received to the amount of rewards to which they feel entitled. 
We have illustrated that the home party sales in Frenzen and Davis' study (1990) 
create and deliver two types of consumer value: acquisition utility and exchange 
utility. Acquisition utility refers to the instrumental value of a product while exchange 
utility refers to contributions made to strengthen the social bond between the seller 
and the customer in party sales. Exchange utility resembles the symbolic value in 
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social exchange that reflects the orientations of customers (Haas and Deseran 1981). 
Thus, customers' purchases can be conceived as making deliberate contributions to 
the shared “social capitals" by either reciprocate previous received favor or initiate 
social investment into the relationship. The customer-distributor personal relationship 
then is strengthened through the transaction, which also facilitates subsequent 
transactions. 
In the current study, social value of exchange is conceptualized as different levels 
of social favors received in previous social intercourse. It is assumed that people who 
receive social favors likely feel a sense of indebtedness under the norm of reciprocity 
and thus attempt to repay those favors. According to Gouldner (1960，p. 171)，norm of 
reciprocity postulates that "people should help those who have helped them, and 
people should not injure those who have helped them." Moreover, this norm 
"motivates and regulates reciprocity as an exchange pattern, serving to inhibit the 
emergence of exploitative relations which would undermine the social system" 
(Gouldner 1960, p. 174). The norm of reciprocity stipulates "rough equivalence" 
rather than complete resemblance between the reward received and the repayment 
made by an individual. Social relationship literature also provides evidence that 
“repay debt, favors or compliments" is a rule strongly endorsed for relationship 
maintenance across different relationship types (Argyle and Henderson 1984). 
In any social interactions, an individual's sense of indebtedness motivates him/her 
to repay received social favors (Greenberg 1981). The arousal and discomfort 
associate with the sense of indebtedness would also "heighten alertness and sensitivity 
to opportunities for reduction" (Greenberg 1981，p. 4). Accordingly, the exchange in 
NM offers a mean for the customer to repay received social favors and fulfill social 
obligations. A higher social favor received implies higher intrinsic social (symbolic) 
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value of the exchange act. It is therefore anticipated that social value of exchange has 
positive influence on the dependent variables. 
In addition to main effect, we propose that social value of exchange moderates the 
positive influence of outcome favorability on the dependent variables. Retailing 
literature reveals that economic satisfaction interacts with social satisfaction in 
affecting partners' response strategies when relationship problems evolve (Geyskens 
and Steenkamp 2000). Moreover, equity theory suggests that customers take into 
account both utilitarian value and social value acquired in their justice judgment of 
exchange outcome. Therefore, when customers receive high social favors in previous 
social interactions with distributors, they likely tolerate or rationalize any unfavorable 
outcome resulted from the NM exchange. In other words, high social value of 
exchange can compensate for the extrinsic economic loss in exchange outcome. 
H4,: Social value of exchange has positive influence on customers' perceived 
distributive justice, satisfaction, and repurchase intention. 
H4b: Social value of exchange moderates the positive influence of outcome 






Because a theoretical account of the nature of NM exchange is lacking, an 
inductive approach was adopted to explicate its charactersitics. Qualitative data were 
collected from interviews conducted with the executives of NM firms and the active 
distributors, and the publications in mass media that had addressed different aspects 
ofNM. 
To enhance our understanding of NM practices, we have conducted structured 
interviews with the executives of a few member firms of Direct Selling Association 
(DSAHK) in Hong Kong to capture the marketers' perspectives. Owing to time 
constraints in the interviews, we could only explore those crucial aspects of NM 
practices relevant to the current study. Issues that had been addressed included the 
value of NM as a distribution mode, the ethics of distributors' tactics, the differences 
between NM and pyramid schemes, as well as the implications of social relationships 
on selling. In addition to these structured interviews, semi-structured interviews were 
conducted with some active distributors in the distribution center of the solicited US-
based NM firm. These interviews were exploratory in character and were conducted 
much like conversations and discussions. These interviews aimed to capture the 
multitude views of the subjects, and descriptions and meanings of their social world. 
Appendix I lists the discussion topics for the firm interviews. 
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In addition to face-to-face interviews, qualitative information was gathered from 
various sources such as newspapers, magazines, books, industry newsletters, and 
Internet. Major themes and concepts of NM practices were developed through 
reflection and critical analysis of the multiple, ambiguous, or even contradictory 
views manifested in the data sources. Data collected from the interviews were 
compared with this qualitative information to further develop and refine the 
conceptualization of NM exchange. The final stage was to narrow down the research 
focus and identify the most crucial aspects of NM exchange. Research questions were 
redefined and used to guide the subsequent empirical study. The exploratory research 
findings were thus integrated into the empirical research that was deduced from strong 
theoretical foundations. 
Consumer Survey 
Survey research is one of the most popular methods adopted by consumer 
researchers because data can be conveniently collected from the target population at a 
relatively lower cost. A rigorously designed questionnaire can capture substantial 
information from the respondents at one time. Survey is particularly useful when the 
number of variables in the hypothesized model is large. Nevertheless, high quality 
survey demands systematic planning, and repeated cycles of pretests and pilot-tests in 
advance. Drawing responses from representative samples of the target population is a 
problem hindering most researchers nowadays. Developing measurements of 
satisfactory psychometric properties such as reliability, convergent validity, and 
discriminant validity is another obstacle. The accuracy and integrity of the data 
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collection process (e.g., the competence of interviewers in soliciting the right 
responses) is of particular concern. 
Theoretically, survey research allows researchers to collect data from 
representative samples and thus warrant the generalizability of research findings 
provided that sampling errors are minimized. In reality, sample frame is hardly, if 
ever, able to obtain. In other words, random sampling is an ideal approach to collect 
data instead of an applicable way in Hong Kong. Since NM is an issue having 
considerable impacts on the welfare of consumers across a variety of demographic 
characteristics, our original design attempts to employ a survey to obtain responses 
from a wide scope of consumers. The target population is those consumers having 
sales encounter experiences with distributors to whom they are socially tied. Though 
representative sampling is preferred, convenient sampling is the only feasible way in 
getting data from respondents under the current constraints. 
Since the proportion of consumers having purchases from NM firms is rather 
small, shopping mall intercept becomes impractical as most respondents lack the sales 
encounter experiences with distributors. We, therefore, approached the marketing and 
chief executives of the member firms of DSAHK to seek for cooperation with our 
current study. We have conducted interviews with representatives of a few DSAHK 
member firms and obtained background information with respect to their history, 
product profile, market positioning, and basic compensation structure. A US-based 
reputable NM firm that matched our research purposes was willing to provide 
assistance to our current study. It permitted us to approach its distributors at its 
distribution centre when they attended the regular training workshops. We intended to 
solicit customer contacts from these distributors, unfortunately, most distributors were 
reluctant to provide their customer contacts to us due to the concern of customer 
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privacy. Alternatively, we tried to approach those customers attending the regular 
health or product seminars held by the NM firm. These customers have joined the 
membership of the NM firm but have not acquired the distributorship. Thus, they 
should have regular encounters with distributors of the NM firm. Nevertheless, when 
we conducted our pilot study, we discovered that these regular attendees of seminars 
are housewives of low education level. They had problem to comprehend the 
structured questionnaires even under the guidance of trained interviewers. As a result, 
we failed to collect data from the target population through a survey. Thus, we 
decided to employ a scenario study to substitute the original survey research. 
Appendix II lists the measures of the dependent and independent variables in the 
consumer survey. 
Scenario Experiment 
Data collected from questionnaires administrated in survey are self-reported and 
cross-sectional in nature. Thus, causal relationships among variables of interests 
cannot be inferred with high confidence. Common method variance is another 
inevitable deficiency in questionnaires. Conversely, a rigorous experimental design 
coupled with sound theoretical foundation allows us to draw causal inference from the 
research results. Since we encountered extreme difficulties in manipulating the 
independent variables in a true laboratory experiment, we decided to adopt a scenario 
experiment to capture the subjects' responses. Scenario type experiment is common in 
marketing research particularly in ethics research and thus its externality validity is 
recognized by marketing researchers. Unfortunately, not much guidelines are 
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available in marketing literature with respect to this research method. In scenario 
study, the independent variables (i.e., different levels of treatment) are manipulated in 
vignettes described to the subjects. Questions are presented to the subjects subsequent 
to the vignettes to capture their beliefs, evaluations, and feelings. One difficulty that 
obstructs researchers is the realism of the vignettes (i.e., the scenario has to be real 
and invoke strong feelings and involvement of the subjects). Another obstacle is the 
manipulation of the independent variables. Manipulations of independent variables 
have to be free of confounding errors. Moreover, the levels of treatments have to have 
sharp contrast to enhance variance in subjects' responses and be realistic at the same 
time. Finally, the wordings of questions, and the measurement properties of the 
instruments have to be carefully evaluated in the developing process. 
Research Design 
In the current study, we intend to examine the causal relationships among three 
independent variables and three dependent variables. Main effects of individual 
independent variables and their interaction effects on the dependent variables are 
hypothesized and tested in the scenario experiment. Thus, we adopted a 2 x 2 x 2 
between-subjects factorial experimental design. The independent variables: trust, 
social favors, and outcome favorability were manipulated as scripts presented to the 
subjects while the dependent variables were measured as their responses to a series of 
questions. The treatments were manipulated at two levels (high vs. low) rather than 
multi-levels as the effect size of the hypothesized relationships are expected to be 
moderate. Treatment levels in sharp contrast can enhance the power of the research 
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setting. Since scenario experiments, similar to field experiments, face difficulties in 
controlling contamination by unexpected extraneous factors, the vignettes have to be 
developed rigorously and refined subsequent to a series of pre-tests. The vignettes 
presented to the subjects confined the context (i.e., NM exchange) within which the 
subjects are requested to respond according to their true beliefs and attitudes. 
Treatments were manipulated as background information about the previous social 
interaction between the subject and the distributor, and the transaction outcome. The 
context of the sales encounter is depicted as follows: 
Imagine that you find the water running from your kitchen's tap has 
become cloudy for a week. You feel uncomfortable with the poor quality of 
the drinking water and are worried about the health of your family members. 
Therefore, you want to buy a water filter. When you're thinking about where 
to buy a right one, your friend, Jackie recommends a brand called "Pure Life，， 
to you. Jackie, who sells water filters to friends, is in fact a part-time direct 
seller of "Pure Life. 
Manipulation 
Guidelines in devising sound, realistic, and valid treatments in scenario 
experiments are insufficient in marketing or organizational research. The reason 
behind is that vignettes or scripts cannot be developed by following any systematic 
guidelines. Script writing is much like an art that requires creativity of the researchers 
and their deep immersion into the context of concern. Thus, we can only refer to the 
logic revealed in extant literature to devise our treatments (Campbell 1999; DiMaggo 
and Louch 1998; Frenzen and Nakamoto 1993; Halpen 1994，1997; Loewenstein, 
Thompson, and Bazerman 1989; Schurr and Ozanne 1985). The final vignettes were 
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revised through a series of pre-tests on convenience samples until the manipulations 
attained satisfactory internal validity. 
In the current study, trust is conceptualized as the customer's psychological 
orientation that is based on positive expectations of the intentions or behaviors of the 
distributor. Therefore, trust, as the trustor's cognition and behavioral intention, cannot 
be manipulated directly. Nevertheless, the subjects' trust in distributors is mainly 
determined by the trustworthiness (a personality trait) of the distributors. Thus, we 
could manipulate the level of trustworthiness by varying the social interaction 
experiences of the subjects, peers' word-of-mouth advocacy towards the distributor, 
and the distributor's exhibited professionalism, in the vignettes. Similarly, in a study 
of negotiation behaviors between channel partners, trust was manipulated as 
background information provided to a subject by an ex-colleague regarding his 
experience with the trustworthy behaviors of his/her exchange partner (Schurr and 
Ozaime 1985). The high trust and low trust conditions are depicted respectively as 
follows: 
Jackie is a good companion. You really enjoy the friendship with Jackie. 
When you ask questions about water filters, Jackie shows rich knowledge of 
this product and presents the features of different brands to you in a 
professional way. Your friend, Perry, who has bought a water filter from 
Jackie recently, is satisfied with the deal and considers Jackie as highly 
trustworthy. 
Jackie is a rather aggressive person. You don't know Jackie very well. When 
you ask questions about water filters, Jackie seems to lack knowledge of this 
product and only emphasizes the strengths of "Pure Life，，repetitively. Your 
friend, Perry, who has just bought a water filter from Jackie recently, is also 
dissatisfied with the deal and feels doubtful about Jackie's trustworthiness. 
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Social value of exchange was manipulated as a social favor granted by the 
distributor to the subjects in a previous social intercourse. Since receiving a social 
favor would induce the subjects a sense of indebtedness and motivate them to 
reciprocate, we assumed that the subjects view the purchase as a means to repay the 
social favor and fulfill the social obligation. To enhance the relevance of the un-repaid 
social favor to the current purchase, it was manipulated as a purchase experience of 
the subjects in which they receive assistance from the distributor. The subjects only 
gained symbolic value from the social interaction and the distributor did not gain any 
monetary reward. The social favor treatment (high vs. low) are depicted respectively 
as follows: 
Jackie did you a favor last week. A limited edition watch that you love very 
much was for public sale last Monday. As you had to work till night, you 
missed the only chance to get the watch. Fortunately, you realized that Jackie, 
who also liked the watch, had queued for several hours and bought one. 
Knowing that you really adored the watch, Jackie was pleased to sell it at the 
original price to you. Without Jackie's favor, you definitely could not get the 
watch. 
Jackie did you a favor last week. A watch that you like was for public sale 
last Monday. You realized that Jackie, who also wanted the watch, would go 
to buy one. Therefore, you requested Jackie to buy one more watch for you 
Unfortunately, when Jackie came to the watch shop, all watches had been 
sold out. 
Outcome favorability was manipulated in a more objective sense as the relative 
performance rating and price of the purchased goods, published by the Choice 
Magazine, a renown, pseudo-government consumer magazine. The magazine is a 
monthly publication recognized by the public as a reliable information source 
regarding the evaluation of product performances for a variety of goods. As product 
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value is our concern in the current study, both performance rating and price of three 
brands including the brand "Pure Life，，were presented to the subjects. The price range 
assigned reflects the current market prices of water filters. The scripts are depicted as 
follows: 
Suppose that after having listened to Jackie's presentation, you would buy a 
"Pure Life’，water filter. However, a few days later, you come across a recent 
edition of "Choice Magazine" published by Hong Kong Consumer Council 
and discover a report on water filters rating for various brands: 
“ " " " “ “ O v e r a l l Performance Rating 
Brand Price (HK$) (5 肌 jg highest)  
X 1，600 • • • 
Y 2,400 • • • • • 
Pure Life 1,600 • • • • • 
Favorable outcome 
“ “ I T O v e r a l l Performance Rating 
Brand Price (HK$) (5 stars is highest)  
X 1，600 • • • • • 
Y 800 • • • 
Pure Life 1,600 • • • 
Unfavorable outcome 
Covariates 
Covariates are continuous exogenous variables anticipated to have significant 
effects on the dependent variables of interest. Controlling covariates can rule out 
extraneous factors and thus ensure the internal validity of the study (i.e., variation in 
dependent variables is caused by independent variables). The group means for the 
dependent measures are adjusted by controlling the covariates to the same level across 
groups. The power of the statistical analysis (i.e., MANCOVA) is enhanced by 
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reducing the error variance. Nevertheless, we should note that the choice of covariates 
should found on theoretical ground and have a low correlation with the independent 
variables. In the current study, relational exchange norms, consumer susceptibility to 
interpersonal influence and price sensitivity are the three covariates anticipated to 
have impacts on the dependent variables. The relationship between relational 
exchange norms and the dependent variables have been explicated. Consumer 
susceptibility to interpersonal influence is a personal trait that varies across 
individuals and defined as "the need to identify or enhance one's image with 
significant others through acquisition and use of products and brands, the willingness 
to conform to the expectations of others regarding purchase decisions" (Bearden, 
Netemeyer, and Teel 1989, p. 474). People desire to identify with referent others so as 
to enhance their self-concept. People also attempt to comply with expectations of 
others to achieve rewards and avoid punishments. In the current study, we only 
concern the subjects' susceptibility to normative influence instead of informational 
influence, which is the tendency of a person to accept information from others as 
evidence about reality. As subjects' susceptibility to interpersonal influence vary, we 
anticipate that this personal trait likely affect their attitudes towards purchasing from 
the referent other (i.e., a friend, who acts both as a product advocate and a 
salesperson). Price sensitivity is another covariate that we control (Lictenstein, Bloch, 
and Black 1988). Price sensitivity is a person's concern for the price as a criterion in 
decision making and judgment for a specific product category. Controlling this 
covariate is necessary because it likely affects the subjects' perception towards the 
treatment of outcome favorability. Since people may have diverse perceptions and 
interpretations of the price differences of water filters, treating this personal trait as a 
covariate can adjust the dependent measures for these differences. 
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Measurements 
Measurements need to be developed or adopted from extant literature for the three 
dependent variables, the covariates, and the manipulation checks. The two-item scale 
of distributive justice is commonly used in justice literature and it captures subjects' 
global evaluations of justice. The three-item scale of distributor satisfaction is adopted 
directly from the salesperson satisfaction of Oliver and Swan (1989). The two-item 
scale of purchase intention is commonly used in consumer research. The scale for the 
covariate-relational norm is adapted from Dant and Kaufmann (1992) and modified to 
the personal selling context. The scale for the covariate-susceptibility to interpersonal 
influence is devised by Bearden, Netemeyer, and Ted (1989). The original scale is a 
two-dimensional, multi-item scale. We used only three items that reflect peoples' 
identification and compliance, which are appropriate to the current context. The 
reliability is likely to be lower than the original scale. The scale for the covariate-price 
sensitivity is adapted from Lictenstein, Bloch, and Black (1988). Finally, the subjects 
are requested to state their age, sex, and any past purchase experience from friends. 
Psychometric properties of the measurements are assessed to ensure satisfactory 
reliability and construct validity before conducting the main study. Appendix HI lists 
details of the measurement scales. 
Manipulation Checks 
The manipulation for the treatment of trust/trustworthiness was checked by asking 
the subjects to respond to two statements that reflect the reliability and benevolence of 
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the distributor: "You think that Jackie as a direct seller is reliable" and “You think that 
Jackie would not take advantage of you in the deal". Responses were measured with 
seven-point Likert scales anchored at (1) strongly disagree and (7) strongly agree. 
The treatment of social favors was checked by asking the subjects' sense of 
indebtedness to the social favors received (rather than the favor levels) because we 
want to capture their intentions to reciprocate. Questions to be asked were: “To what 
extent do you feel owing Jackie a favor in your purchase of watch?，，and "To what extent do 
you feel obligated to repay Jackie a favor in your purchase of watch?". The responses were 
measured by seven-point Likert scales anchored with (1) very low and (7) very high. 
Finally, the treatment of outcome favorability was checked by asking the subjects to 
respond to: "The value for money of "Pure Life" water is" and "You think that “Pure 
Life" water filter is a good buy". The responses were measured by seven-point Likert 
scales anchored with (1) worse than other brands and (7) better than other brands, 
and (1) strongly disagree and (7) strongly agree respectively. 
Sample and Data Collection 
The scenario experiment was conducted in a few classes of part-time diploma 
business courses organized by the Faculty of Business Administration of a local 
university. The sample subjects were the part-time students attending the diploma 
courses. All students were business executives from various industries. The vignettes 
and question sets were dispatched at the end of each class. The research instructor 
introduced the purpose of study briefly as examining consumers' attitudes towards a 
sales encounter and invited the students to participate. It took twenty to thirty minutes 
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for all the participants to complete the question sets. Each participant was presented a 
souvenir as a reward after finishing the study. They were inquired about their 
understanding of the vignettes. No respondents revealed difficulties in understanding 
the vignettes. Most of them felt the vignettes were realistic and could involve 
themselves into the specific sales context. There were altogether 195 valid responses 





MANCOVA is the multivariate statistical analysis used in the current study. We 
intend to evaluate the differences in a set of dependent variables across a series of 
groups formed by one or more categorical variables. As the dependent measures are 
continuous while the independent variables are categorical, MANCOVA is ‘ 
appropriate for our research design. There are three main effects and two interaction 
effects being hypothesized and tested. In addition, variations in group means are 
adjusted for the three covariates. There are two purposes to have covariate analysis: (1) 
to eliminate some systematic error outside the control of the researcher that can bias 
the result, and (2) to account for differences in the responses due to unique 
characteristics of the respondents (Hair, Anderson, Tatham, and Black 1998). As we 
conducted experiments in this study, random assignment of subjects to treatments 
already eliminated systematic errors. Thus, we could remove effects of the covariates 
(i.e. personal trait) that varied across the subjects. In order to ensure the validity of 
MANCOVA test, the assumptions needed to meet were: (1) multivariate normality of 
the dependent variables, (2) homogeneity of variance-covariance matrix, and (3) 
homogeneity of regression. In addition, we should note the equality of sample size 
across groups, outliners, reliability of covariates, and multicollinearity of dependent 
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variables (Tabachnick and Fidell 2001). Statistical software SPSS Version 10 was 
used in the following analysis, syntax programs were used when necessary. 
Manipulation Checks 
A series of one-way ANOVA were conducted to evaluate the effectiveness of 
manipulations (i.e., whether the treatments were successfully implemented). 
Manipulation checks were assessed by comparing the group means of the measures 
across different levels of treatment, (i.e.，high vs. low). All manipulation checks 
indicated that group means between treatment levels were significantly different and 
thus the treatments of trust 193) = 96.24, p < .001)，social favors (F(i’ 193) = 43.70，p 
< .001)，and outcome favorability (F(i’ ！明=434.50,;? < .001) were valid. 
Measurements 
Reliabilities of the three dependent measures and three covariates were assessed 
by Cronbach's alpha a，which measures the internal consistency of the items 
comprising the scales. Cronbach's alpha for the two-item scale of perceived 
distributive justice is a = .89，the three-item scale of satisfaction is a = .97，the two-
item scale of repurchase intention is a = .94，the five-item scale of relational norm is 
a = .68, the three-item scale of susceptibility to interpersonal influence is a = .67，and 
the three-item scale of price sensitivity is a = .60. 
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The unidimensionality and discriminant validity of the three dependent measures 
were assessed by a principal component analysis. Three factors are determined based 
on the scree plot while only the first factor has eigenvalue greater than one and 
93.54% of variance in the variables is accounted for. Varimax of orthogonal rotation 
is used to identify the factors and their composite items. Three factors that correspond 
to distributive justice, satisfaction, and repurchase intention are derived. 
Descriptive Statistics 
Descriptive statistics including means, standard deviations, and marginal means of 
the subjects' dependent measures: perceived distributive justice, satisfaction, and 
repurchase intention unadjusted for the covariates within each treatment group are 
described at Table 2. Descriptive statistics including its skewness and associated 
standard errors of distribution of the covariates are described at Table 3. The 
assumption of normal distribution in covariates was evaluated by examining the 
histograms, normal distribution plots, and distribution statistics. The skewness and 
kurtosis statistics, and the normal distribution plots indicated that the sample 
distributions of relational norm, susceptibility to interpersonal influence, and price 
sensitivity did not deviate from normality. 
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MANCOVA Assumptions 
Several issues needed to be addressed before taking MANCOVA. First, univariate 
and multivariate outliers of the dependent variables and covariates should be absent in 
the data set. Univariate outliers are identified by box-plots and the standardized z score. 
Cases with z score exceed 3.29 {p < .001，two-tailed test) are considered as outliers. 
Accordingly, no univariate outlier was identified within each treatment group. 
Multivariate outliers are indicated by the statistic of Mahalanobis distance, which is 
evaluated by a ^ distribution with a conservative probability estimate, say, p < .001. 
The / test (critical / (6) 二 24.46, a = .001) indicated absence of any multivariate 
outliers. Second, the assumption of multivariate normality in MANCOVA requires that 
the sampling distribution of means of various dependent variables and all the linear 
combinations of them be normally distributed. Tabachnick and Fidell (2001)，however, 
note that if the degree of freedom for error for each group is around 20，the test is 
robust. As the minimum group size in our data set is 21, the condition is marginal 
satisfactory. Third, the correlations among the dependent variables should not be too 
high to prevent multicollinearity unless there are compelling theoretical reasons for the 
redundancy. The pooled within-cell correlations are moderate (r from .506 to .596) and 
the dependent variables selected were based on sound theoretical framework. 
Forth, the variances of dependent variables and covariates have to be homogeneous 
across treatment groups. Moreover, the variance-covariance matrices also have to be 
homogeneous. Homogeneity of variance is assessed by the ratio (F腿)of the largest 
cell variance to the smallest for each dependent variable and covariate. As all the ratios 
are far below the acceptable criterion of 10, the homogeneity of variance is warranted. 
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To test the homogeneity of variance-covariance matrices, Box's M tests were 
conducted. The corresponding F value is (^(⑷，霞、=1.20，> .01), thus the test result 
is not supportive. At last, we need to test the homogeneity of regression across 
treatment groups. Homogeneity of regression was assessed by the testing any 
interaction effects existing between the independent variables and covariates. The 
significance of the interaction effect is adjusted for the effects of independent variables 
and covariates. The statistical results indicated that the interaction terms are statistically 
insignificant (F(45’499)= 1.37, p > .05). 
MANCOVA Results 
Whenever the dependent variables are correlated, univariate F tests are not 
independent and thus the Type I error rate (a) is inflated. This problem is resolved by 
adjusting the a to a more conservative level. Moreover, w e need to assess the redundancy of 
dependent variables by conducting a Roy-Bargmann stepdown analysis. In stepdown 
analysis, priorities are assigned to dependent variables according to theoretical or 
practical considerations. Then, the highest-priority dependent variable is tested in 
univariate ANOVA with appropriate adjustment of alpha (in this case, a is adjusted 
to .05/3 = .167). The rest of dependent variables are tested in a series of ANCOVA, 
each successive dependent variable is tested with the higher-priority dependent 
variables as covariates to check whether it has unique variance shared with the 
independent variables after adjustment of the "covariates." The a also needs to be 























































































































































































































































































































































































































































































































































































































































































































































































































SPSS MANCOVA produces four multivariate statistics Pillia's X, Hotelling's 入， 
Wilks，入，and Roys' gcr for the three covariates. The multivariate tests indicate that 
the set of covariates have insignificant effect on the dependent variables ( p � . 0 5 ) 
Nevertheless, univariate F tests indicate marginal significant effect of the covariate set 
on distributive justice (F\�185) 二 0.62,;? < .062). This significant effect is caused by the 
effect of relational norms {t = 2.10, p< .01) on distributive justice after elimination of 
effects of the independent variables. Hypothesis 1 is thus marginally supported. 
Therefore, the statistical results indicate that customers' expectation that the 
distributor would refrain from opportunistic behaviors and conform to the relational 
exchange norms has positive influence on their perceptions in outcome justice. This 
implies that in NM exchange, the higher a customer's expectation for the governance 
of relational exchange norms, the higher his/her perceptions of justice in transaction 
outcome. In other words, if a customer believes that relational exchange norms prevail 
in an exchange context, s/he more likely perceives the transaction outcome to be 
positive and fair. Nevertheless, we should note that the governance function of 
relational exchange norms is unlike the mutually consented legal contracts, thus, they 
may not be an effective mechanism to deter opportunism in exchange. 
SPSS MANCOVA shows four multivariate statistics Pillia's Hotelling's X, 
Wilks'^ L, and Roys' gcr (p < .001) for each main and interaction effect (as there is 
only one degree of freedom for each treatment effect, all statistics produce the same F 
value). The multivariate test results indicate the three main effects are significant and 
no interaction effect is significant. Thus, trust, social favors, and outcome favorability 
have significant impacts on the dependent variables. Univariate F-tests (with adjusted 
a) indicate that all three independent variables have significant positive effects on 
distributive justice, satisfaction, and repurchase intention respectively except for the 
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insignificant effect of social favors on satisfaction. Hypothesis 2，3 a, 4a are supported. 
Therefore, our theoretical arguments are proved sound and valid. 
In NM exchange, customers' trust in the distributor has positive influence on their 
perceptions of distributive justice, satisfaction, and repurchase intention. It is because 
transacting with a trustworthy distributor is beneficial in terms of economic benefits 
(i.e., lower transaction costs) and intrinsic psychological rewards. The sense of 
security of not being cheated and the positive outcome expectations associated with 
the trustworthy distributor increase customers' satisfaction. Customers' beliefs in the 
benevolent intention of the distributor can enhance their sense of justice in the 
transaction outcome. In addition to trust, social favors received by customers have 
positive influence on their perceived distributive justice and repurchase intention. As 
social value of exchange is conceptualized as customers' using of the exchange as a 
means to repay the received social favor, the higher the social favor, the higher the 
perceived social value of exchange. The finding suggests that customers take into 
account not only the economic outcome but also the intrinsic value of exchange in 
their justice judgment. At last, outcome favorability also has positive effects on the 
dependent variables. Outcome favorability is manipulated as objective value of the 
water filter being purchased in comparing with other brands. Thus, relative rather than 
absolute product value can affect customers' perceived distributive justice, 
satisfaction, and repurchase intention. This finding supports the conception of RCT 
that an individual's justice perception can be caused by comparing his/her existing 
outcome to imaginative ones. 
Univarate F-tests (with adjusted a) indicate no interaction effect on any 
dependent variables is significant. Thus, hypothesis 3b and 4b are not supported. 
Though the statistical results do not support our hypothesis, we believe our theoretical 
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arguments are still valid. Since the effect sizes of the hypothesized interaction effects 
are expected to be moderate, a relative large sample size is needed to discover a 
significant result. In addition, manipulations in scenario experiments may not be 
strong enough to arouse the subjects' emotional intensity to an adequate level. 
Therefore, even though manipulation checks reveal statistically valid results, the 
subjects likely perceive the treatments as trivial in reality. 
In order to assess the unique variance of each dependent variable that is accounted 
for by the independent variables, a Roy-Bargmann stepdown analysis is conducted. 
The priority order of the dependent variables to be entered into analysis are 
distributive justice, satisfaction, and repurchase intention according to our theoretical 
concern. Thus, evaluations of distributive justice is adjusted for the three covariates, 
satisfaction is adjusted for distributive justice and the three covariates, and repurchase 
intention is adjusted for distributive justice, satisfaction, and the three covariates. 
Stepdown analysis indicate similar results of univariate F test except that social favors 
have significant effect on distributive justice but insignificant effect on satisfaction 
and repurchase intention after the adjustment of distributive justice. This means that 
the variance of satisfaction and repurchase intention shared with social favors is 
already accounted for through overlapping variance with distributive justice. Thus, 
social favors have positive influence only on the subjects' perceived distributive 
justice but not their satisfaction and repurchase intention. The social favors received is 
irrelevant to customers' satisfaction with the distributors, and their repurchase 
intention. This implies that customers may feel uncomfortable to use a monetary 
transaction to fulfill social obligations. Therefore, in contrast to relational exchange, 
the ambivalent nature of NM exchange plausibly jeopardizes rather than strengthens 
the social relationships between distributors and customers. 
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The assumption of homogeneity of regression needs to be evaluated for each step 
in stepdown analysis. The test results indicate heterogeneity of regression (i.e., 
interaction effect between the independent variables and the "covariate" is not 
supported). For distributive justice, the reported F value of the interaction effect is 
(F(i5, 170) = 1.83, p > .05). For satisfaction (with distributive justice as additional 
covariate), the reported F value is (尸(2。，i64) 二 1.51,；?�.05). For repurchase intention 
(with distributive justice and satisfaction as additional covariates), the reported F 
value is (F(25，158)= 0.98,;? > .05). The multivariate tests, univariate tests, and stepdown 
analysis results are summarized in Table 5. 
Parameter Estimates 
At last, estimated marginal means of the dependent variables associated with 
significant main effects of the independent variables, after adjustment of the 
covariates and the higher-priority dependent variables, are reported for interpretation 
purpose in Table 6. As social favors only shows significant effect on repurchase 
intention under the univariate F test but not under the stepdown test, the estimated 
marginal means of repurchase intention for treatment of social favors are adjusted for 
the three covariates only but not for distributive justice, and satisfaction. 
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TABLE 4 
Univariate and Stepdown Tests of Covariates，Trust, Social Favors, and 
Repurchase Intention 
Multivariate Univariate Stepdown Effect DV df df a  ^ ^ £ 
Distributive 2.49** 3，185 2.49** 3,185 0.05 
Justice ‘ , 
Covariates Satisfaction 1.73 1.20 3,185 1.66 3,184 0.05 
Repurchase 0.62 3,185 1.09 3,183 0.05 
Intention  
Distributive 13.34* 1,185 13.34* 1,185 0.0167 
Justice 
Trust Satisfaction 16.38 35.91* 1,185 20.95* 1,184 0.0167 
Repurchase 41,59* 1,185 11.40* 1,183 0.0167 
Intention  
Distributive 11.57* 1,185 11.57* 1,185 0.0167 
Justice 
Social Satisfaction 4.48 4.27 1,185 0.002 1,184 0.0167 Favors 
Repurchase 8.03* 1,185 1.87 1,183 0.0167 
Intention . 
Distributive 171.06* 1,185 171.06* 1,185 0.0167 
Justice 
Outcome Satisfaction 90.92 111.94* 1,185 6.21* 1,184 0.0167 
Favorability 
Repurchase 236.28* 1,185 46.07* 1,183 0.0167 
Intention  
Distributive 2.24 1,185 2.24 1,185 0.0167 
r^  i Justice Trust X Outcome Satisfaction 1.34 .03 1,185 1.77 1,184 0.0167 
Favorability Repurchase 01 1,185 .04 1,183 0.0167 
Intention  
Distributive 24 1,185 .23 1,185 0.0167 
Social Justice 
Favors X Satisfaction .82 .40 1,185 .18 1,184 0.0167 
Outcome 
Favorability Repurchase 2.35 1,185 2.05 1,183 0.0167 
Intention J  





Estimated Population Marginal Means, Standard Errors, and 95% Confidence 
Intervals 
Distributive Parameter Standard Error Lower Bound Upper Bound Justice  
4.71 .16 4.41 5.02 
Trust 4.14 .16 3.83 4.56 
4.70 .15 4.40 4.99 
Sodal Favors ^^^ 15 3.85 4.46 
A 3 41 .11 3.19 3.63 Outcome 洲 
Favorability 549 .11 5.26 5.71 
Satisfaction" Parameter Standard Error Lower Bound Upper Bound 
4.52 .09 4.34 4.70 
Trust 3 95 .09 3.77 4.13 
八 , 4.01 .11 3.80 4.22 Outcome Favorability 4.47 .11 4.25 4.70 
^Marginal Means for the treatment of Social Favors is not reported as both univariate and stepdown 
analysis is insignificant. 
Repurchase Parameter Standard Error Lower Upper Intention  
3.98 .10 3.79 4.18 
T r u s t 3 . 7 4 . 1 0 3 . 5 5 3 . 9 4 
n . 3.29 .10 3.09 3.50 Outcome Favorability 4.45 .11 4.24 4.66 
4.08 .17 3.76 4.41 
Social Favors'- 3 ^3 ^ ^ 3.97 
•"Marginal Means for Repurchase Intention is adjusted for the three covariates only as stepdown 




NM is a marketing approach that is both prosperous and notorious. NM firms 
comprise a group of cohesive product advocates (i.e., distributors) who make use of 
their social networks to distribute the goods and thus these goods can penetrate the 
market barrier easily. The social ties between distributors and customers enhance the 
credibility of any claims made by the distributors. Distributors can offer customized 
after-sales services like updated product information, usage advice, and health advice, 
etc. Distributors have current personal information about the health, income, lifestyle, 
and social status of customers. Thus, distributors understand the changing needs and 
wants of their customers, and sell the most suitable products to them. In addition, 
distributors get customer feedback immediately and frequently, and report this market 
information to their NM firms directly. NM firms therefore can build one-to-one 
relationships with customers at relatively low costs. 
On the other hand, customers who purchase from a friend, relative, or 
acquaintance have a sense of security of not being cheated and receive caring afler-
sales service. Customers can share their product usage experience with each other and 
the distributors. In addition, as the selling process takes place at home or in a party, 
customers can enjoy the social intercourse and warm environment during the buying 
process. All these advantages of NM make it a prosperous marketing approach in the 
keenly competitive marketplace nowadays. Unfortunately, the situations encountered 
by customers and distributors are far from the ideal. The idealistic principles can 
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come with poor practices. The principles of NM indeed can be abused easily by NM 
firms or distributors. The transformation of NM into a pyramid scheme is a deliberate 
or unconscious abuse due to poor practices. The considerable amount of information 
about consumer complaints, retaliations, redress, and court actions in mass media 
reflect that sound implementation of NM concepts is more difficult than what the NM 
advocates imagine. The controversy and dark side of NM have been addressed in 
previous sections. 
The prosperity and notoriety of NM make it a controversial and debatable 
marketing phenomenon. Marketing research on this phenomenon, however, is scarce 
despite its substantial impact on the welfare of consumers. In NM, the process of 
socializing customers into distributors and of sustaining a group of heavy users and 
active product advocates are unique to the marketing concept. As NM involves a wide 
spectrum of disciplines including consumer behaviors, personal selling, interpersonal 
relationships, organizational culture, group process, and business ethics, it poses 
difficulties for researchers to identify the crucial problematic issue. 
In view of this, this study boldly attempts to explicate the implications of NM to 
marketers and researchers from a marketing perspective. We identify the essence of 
NM and contrast it to our current knowledge of marketing concepts. Our aim is to 
resolve the ambiguities of the conception of NM perceived by scholars, marketers, 
and consumers. Thus, this research is exploratory rather than explanatory in character. 
The purpose of this study is twofold. First, we depict the nature of NM and its 
implications to consumers by inductive means. Secondary data gathered from books, 
websites, mass media, and personal interviews are source of information. Second, a 
theoretical framework is employed to deduce hypothesis that can be validated 
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empirically within the context of NM. In other words, the relationships among the 
crucial elements of NM exchange are examined empirically. 
In the exploratory study, we recognize five aspects of the nature of NM: (1) the 
distributor is the end user, (2) core product marketed, (3) commercialization of social 
relations, (4) ambivalence in nature of exchange, and (5) conflicts of interest. These 
themes emerge consistently from various sources of information. As NM exchange is 
socially embedded, commercialization of social relations and ambivalence in nature 
of exchange make it arguable. Though embedding economic transactions in social 
relations has been conceived as beneficial to the exchange parties by reducing 
transaction costs and opportunistic risks, its potential detrimental impacts have not yet 
been recognized. NM, however, demonstrates the adversial side of socially embedded 
exchange. In NM, the overlapping of economic and social relationships as well as the 
inseparability of the economic and social exchange context can both create customer 
value and harm customer welfare. Accordingly, marketing researchers have to address 
the boundary conditions under which embedding economic transactions in social 
relations would bring additional benefits to customers while the detrimental impacts 
are minimized. 
Theoretical and Managerial Implication 
In the empirical study, our hypotheses are founded on social exchange theories, 
justice theories, and the relational marketing paradigm. Research in sociology, social 
psychology, organizational behavior, service marketing, and marketing channel are 
integrated into a theoretical framework of "social embeddedness" exchange. Since 
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social ties between distributors and their customers preexist prior to any transactions, 
these social relationships exert considerable influences on transaction outcome. Trust 
inherent in social relationships plays a governance role to mitigate opportunism. Thus, 
transacting with a friend, relative, or acquaintance is supposed to have more favorable 
outcome. Fairness is a predominate norm of exchange. Exchange is founded on the 
implicit relational exchange norms and social obligations. Exchange partners can 
attain more constructive negotiation dialogues and agreeable exchange terms. 
Nevertheless, transaction outcome cannot be evaluated with absolute certainty in 
every transaction. Similar to service encounters, lacking product information and 
consumption experience obstruct consumers from evaluating the transaction outcome 
objectively. The strength of social ties, the trustworthiness of the seller, and the past 
social interaction with the seller, however, are cues that enable consumers to make 
inference about the favorability of the transaction outcome. In view of this, we 
address the influence of trust and past social experience on consumers' perceptions of 
the transaction. Specifically, we examine main effects of trust, social favors received, 
and outcome favorability on consumers' perceptions of and attitudes towards the 
socially embedded exchange in NM. Moreover, the interaction effects of trust and 
outcome favorability, as well as social favors received and outcome favorability are 
examined. These interaction effects reflect how consumers make use their social 
experience in interpreting the transaction. 
A scenario experimental design is employed in which the independent variables 
are manipulated as background information given to the subjects. The subjects' 
perceptions of and attitudes towards the NM exchange are captured as dependent 
measures. Multivariate statistical test of MANCOVA is used to analyze the data 
collected from a group of executives studying in diploma courses in a local university. 
82 
The statistical results indicate that trust, social favors, and outcome favorability have 
positive and significant influence on consumers' perceived distributive justice, 
satisfaction with distributors, and repurchase intention. The covariate - relational 
exchange norms also have significant influence on the dependent variables. Therefore, 
the sample data support the hypotheses H” H2，H3,, and However, the 
hypothesized interaction effects (i.e., H3b and H J are not supported. There are two 
plausible reasons for the insignificant interaction effects. One reason is that our 
sample sizes are not large enough to attain strong statistical power. Another reason is 
that the manipulation of outcome favorability as factual information (i.e.，a ranking of 
product value produced by a reputable consumer magazine) is too salient compared 
with other manipulations. Thus, the subjects would focus their attention on this 
information in evaluating the transaction. Comparing with this objective fact, in terms 
of relative product value, trust and social favors become too subtle in affecting the 
subjects' evaluation of the transaction. 
Nevertheless, our arguments for the hypothesized interaction effects are still valid 
because real selling contexts in NM likely heighten the salience of these social 
elements and arouse the emotional intensity of consumers. In addition, transaction 
outcome in real situations is more ambiguous and less explicit. Consumers often lack 
sufficient information to evaluate the favorability of the transaction outcome. The 
novel and dramatic features of the products marketed by NM firms are usually hard to 
evaluate even subsequent to consumers' usage experience. As a result, consumers' 
trust in and social experience with the distributors is likely to be used by them as a 
heuristic to form fairness perception and satisfaction. However, under what situations 
consumers would draw inferences from their social experience with the sellers to form 
post-purchase evaluation is an empricical question that needs further investigations. 
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We anticipate that, in addition to trust and unfulfilled social obligations, other social 
elements may also influence consumers' evaluation of the transaction. The impact of 
previous social experience with the sellers on consumers' post-purchase evaluation is 
an underdeveloped research area that deserves our attention. 
The research findings indicate that in socially embedded exchange, in addition to 
the economic element (i.e.，the product value), the social elements exert significant 
influences on customers' perception of and attitude towards the transaction. Trust in 
or trustworthiness of the distributor can induce a sense of security and be a reference 
for customers to evaluate the transaction. Though trust has been conceived as a 
facilitator in marketing relationships, the impact of customers' trust in sellers on their 
post-purchase evaluation has not yet been examined. The study, however, provides 
significant evidence that trust can induce customers to evaluate the transaction more 
positively. Thus, the management of NM firms should attempt to nurture the trust 
inherent in the distributor-customer relationships. Nevertheless, under what conditions 
and by what means trust can be nurtured effectively is an empirical question that 
needs further examination. 
Similarly, previous social favors induce a sense of reciprocity and indebtedness. 
Thus, the transaction is considered by customers as a means to repay social 
obligations and strengthen social ties. The treatment of social favors indeed reflects 
the social value of exchange. Though social value of exchange can induce the 
customers to evaluate the transaction more positively, the management of NM firms 
should pay attention to customers' motives in NM exchange. If customers purchase 
from distributors in NM are motivated by both product value and social value, NM 
would become a value-added means of product distribution. Conversely, if customers 
purchase from distributors solely for the sake of sustaining the personal relationships, 
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by showing a sense of attachment and commitment, the value and viability of NM as a 
distribution means would be questionable. 
In summary, trust and social value are important social elements in NM exchange 
that influence consumers' cognition - justice perception, affect — satisfaction with 
distributors, and behavior - repurchase intention. Trust and received social favors are 
only two aspects of social experience that reflect the strength of social ties, therefore 
the impact of a holistic view of social ties on consumer attitude deserves further 
examination. 
The covariate — relational exchange norms is found to have positive influence on 
customers' distributive justice perception. This implies that customers' strong belief 
and confidence in the governance mechanism of relational exchange norms induce the 
perception of a more positive transaction outcome. The effectiveness of this 
governance mechanism in NM exchange context is however unknown. The prevalent 
opportunistic behaviors exhibited by distributors suggest that relational exchange 
norms are not a salient deterrence. Customers likely overestimate the impact of these 
norms on distributors' selling behavior. Thus, examining the intentions and motives 
of distributors to conform to these norms is an interesting extension of the current 
study. 
Though significant interaction effects between trust and outcome favorability, and 
social favors and outcome favorability respectively cannot be found, the sound 
theoretical ground suggests that consumers make use trust and social favors 
previously received to draw inference about the transaction outcome. Thus, the social 
relationships between distributors and customers can be manipulated and exploited 
easily if the distributors have the intention and motive to cheat. Though we believe 
that most distributors are sincere and trustworthy, the extraordinary rewards promised 
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by most NM firms plausibly motivate some distributors to play tricks. As distributors 
are contracted independent sellers and loyal customers of a NM firm, monitoring and 
controlling the selling behaviors of them become difficult, if not impossible, to 
perform. The fragility of the governance of social relationships in NM exchange 
likely nourishes the unethical behavior of distributors and provides a breeding ground 
for the distributors to exploit their social networks. As a result, effective controlling 
mechanisms should be implemented by NM firms to monitor the selling behaviors of 
the distributors to ensure sound and ethical practices. Product value and thus customer 
satisfaction instead of extraordinary income promises, in accord with the marketing 
concept, should always be emphasized by a NM firm in socializing the recruited 
distributors. Promoting on the business opportunity likely induces the distributors to 
exploit their social networks and put their own interests above those of their 
customers. 
Limitations and Future Research 
In this study, scenario experimental design is used. Compared with laboratory 
experiments, both external and internal validity are relatively low. Nevertheless, this 
methodology is acceptable as this is an exploratory rather than explanatory research. 
Since systematic and scientific means to develop sound, real, reliable, and valid 
vignettes are absent in research textbooks, extensive pre-tests are necessary to refine 
the manipulation vignettes to ensure validity. Unfortunately, our research scale 
constraints the scope of pre-tests. The samples in our pre-tests are rather 
homogeneous (i.e., university students). The actual samples we collected data from 
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are part-time working students having similar education background and narrow age 
range. Thus, the generalizability of the research findings is restricted. In addition, the 
relative small sample size cannot attain a satisfactory power in statistical analysis. 
This may be one of the reasons for our failure in finding significant interaction effects. 
Since scenario experiment has the drawback of inducing insufficient emotional 
intensity of the subjects, they likely perceive the treatments as trivial even though the 
manipulation check shows statistically valid treatments. It is anticipated that the effect 
sizes of the hypothesized relationships between the independent variables and 
dependent variables should be moderate to high in real exchange context. A survey 
conducted in a field setting is, therefore, more robust to capture consumer perception 
of and attitude towards NM exchange. Distributors' perspective can also be examined 
simultaneously to assess the discrepancy in beliefs between consumers and 
distributors. It is interesting to examine the impact of the strength of social ties on 
distributors' actual selling behaviors, and distributors' perception of the governance 
mechanism within socially embedded exchange. In addition to quantitative research, 
qualitative research is an alternative and viable means to explore the nature of NM 
exchange and capture divergent views of consumers. 
In this exploratory study of NM, the social elements of NM exchange as a form of 
socially embedded exchange is explicated. Nevertheless, various associated marketing 
issues like equity of compensation system, ethics of deceptive persuasion, and 
customer socialization that we bring out have not yet been examined by researchers in 
marketing. Few marketing practices arouse so much controversy and debate as NM 
does within the society. Since NM is recognized as having considerable impact on the 
welfare of consumers, a more systematic account of its nature and implication to 
marketing practices is worthwhile in the future. 
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APPENDIX I 
Discussion Topics for NM Firm Interviews 
• What are the advantages to adopt NM practice for a firm? 
• What is the added value of NM as a distribution channel to consumers, compared 
with the conventional retail outlets? 
• What are the price levels of products marketed by NM firms? Why are they 
usually more expensive (even the wholesale price) than comparable products in 
market? 
• What is the role of social relationships in the socially embedded exchange of NM? 
How do they affect the nature of transactions? 
• What are the major motives for consumers to purchase from a distributor with 
whom they are familiar with (e.g., product value, friendship development, or 
business opportunity)? 
• What are the differences between selling to someone the distributor knows and 
selling to a stranger e.g.，direct selling? Is emotional distress present to consumers? 
Is trust easily manipulated? 
• As distributors are independent direct sellers, how do NM firms monitor and 
scrutinize their selling behaviors to ensure certain professional and ethical 
standards (e.g.，hiding facts, distorting figures, exaggerating income claims) are 
met? 
• How do you differentiate the legitimate NM practice from the illegal pyramid 
scheme when current PS is always disguised as NM? 
• As the recruitment process (e.g. cultic rallies) and the compensation system of 
NM resemble those of pyramid selling, how do you prevent consumers from 
having such misperceptions? 
• Why do most NM firms and distributors emphasize recruitment instead of retail 
sales? Is it due to the unbalanced compensation scheme, i.e. the back-end 
weighted system adopted by NM firms? 
• As market saturation is a common argument against NM, how would you address 
this market phenomenon? 
88 
APPENDIX II 
Measures of Dependent Variables and Independent Variables in the Consumer Survey  
Measurement Items Scale Type Anchors 
Dependent Variables 
Interactional Justice^ 
Considering only the distributor's selling behaviors, 
5-point Strongly You were treated fairly. Likert disagree/Strongly agree 
. 5-point Strongly You were treated with kindness and consideration. Likert disagree/Strongly agree 
. 5-point Strongly You were treated with respect and dignity. Likert disagree/Strongly agree 
5-point Strongly Your customer rights were addressed properly. Likert disagree/Strongly agree 
Distributive Justice^ 
Considering only the outcome of transaction, 
5-point Strongly The outcome that you received was fair. Likert disagree/Strongly agree 
The outcome you received is equivalent to what the 5-point Strongly 
distributor earns from the transaction. Likert disagree/Strongly agree 
5-point Strongly You get the outcome that you deserved to have： Likert disagree/Strongly agree 
Distributor Satisfaction� 
5-point Very dissatisfied/V ery 
How would you rate your overall satisfaction with the Semantic satisfied distributor? Differential Very displeased/V ery 
pleased 
Very imfavorable/V ery 
unfavorable 
Product Satisfaction'^ 
, , , , 5-point Strongly The product was exactly what you needed. Likert disagree/Strongly agree 
, , J 5-point Strongly You were satisfied with the decision to buy this product. Likert disagree/Strongly agree 
, , ,. J 5-point Strongly Your choice to buy this product was a wise one. Likert disagree/Strongly agree 
J , , 5-point Strongly You have truly enjoyed this product Likert disagree/Strongly agree 
You were not happy that you had bought this product. S^^ ert^  disagree/Strongly agree 
. , , • , . , , 5-point Strongly You were sure it was a right thing to buy this product Likert disagree/Strongly agree 
, , , , , • 5-point Strongly Owning this product has been a good experience. Likert disagree/Strongly agree 
S^cale modified from Bies and Shapiro (1987), Folger and Konovsky (1989)，Smith, Bolton, and 
Wagner (1999) 
b S c a l e s modified from Oliver and Swan (1989a,b) 
cScale adopted from Oliver and Swan (1989) 
dScale adopted from Oliver (1996) 
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APPENDIX II -• Continued 
Measures of Dependent Variables and Independent Variables in the Consumer Survey  
Scale Measurement Items Type Anchors 
Trusf 
, , , . 5-point Strongly The distributor can be relied upon to keep his/her promises. Likert disagree/Strongly agree 
5-point Strongly The distributor is trustworthy Likert disagree/Strongly agree 
5-point Strongly The distributor is frank in dealing with you Likert disagree/Strongly agree 
You find it necessary to be cautious in dealing with the 5-point Strongly 
distributor. Likert disagree/Strongly agree 
5-point Strongly The distributor is dishonest. Likert disagree/Strongly agree 
5-point Strongly There are times you found the distributor to be insincere. Likert disagree/Strongly agree 
5-point Strongly The distributor keeps your best interests in mind. Likert disagree/Strongly agree 
Conflict^ 
When you reflect on the relationship with the distributor, do 
you feel: -
5-point Strongly not feel this 
Anger Likert way/Strongly feel this way 
5-point Strongly not feel this 
Frustration Likert way/Strongly feel this way 
5-point Strongly not feel this 
Resentment Likert way/Strongly feel this way 
5-point Strongly not feel this 
Hostility Likert way/Strongly feel this way 
There is a high degree of conflict existing between the 5-point Strongly 
distributor and you. Likert disagree/Strongly agree 
You disapprove with the way by which the distributor 5-point Strongly 
conducts his/her business. Likert disagree/Strongly agree 
You disagree with the way by which the distributor conducts 5-point Strongly 
his/her business. Likert disagree/Strongly agree 
-Scale modified from Crosby et al. (1990)，Morgan and Hunt (1994), Doney and Cannon (1997)， 
Kumar et al. (1995) 
fScale adopted from Kumar, Scheer, and Steenkamp (1995) 
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APPENDIX II -• Continued 
Measures of Dependent Variables and Independent Variables in the Consumer Survey  
Sc l^c Measurement Items Type Anchors 
Independent Variables 
Perceived Value Congruency® 
Considering only the product attribute and performance 5 o虹t Much worse than 
received, the difference between what you deserved and what Likert expectedMuch better . 7 than cxpcctcQ you received was: Considering only the consumption experience with the 5 j^ t^ Much worse than 
product, the difference between what you deserved and what Likert expectedMuch better 
. J tJian cxpcctCQ you received was: Considering only the benefits received from the product, the 5_point Much worse than 
difference between what you deserved and what you received likert expected/Much better was: 
Considering only the valuefor money that you get, the 5-point Much worse than 
difference between what you deserved and what you received Likert expectedMuch better 
was: 
Considering only the product quality for the price paid, the 5_point Much worse than 
difference between what you deserved and what you received likert expectedMuch better 
was: 
Social Value of Exchange^ 
Purchasing from the distributor with whom you are familiar 
enables you to: 
Maintain and enhance the personal relationship with the 5-point Strongly distributor. Likert disagree/Strongly agree 
Show commitment to the personal relationship with the 5-point Strongly distributor. Likert disagree/Strongly agree 
5-point Strongly Gain acceptance and recognition from the distributor. Likert disagree/Strongly agree 
5-point Strongly Gain respect and gratitude from the distributor. Likert disagree/Strongly agree 
5-point Strongly Repay previous obligations or return favors to the distributor• Likert disagree/Strongly agree 
Undertake monetary or non-monetary exchange with the 5-point Strongly 
distributor in the future. Likert disagree/Strongly agree 
gScale modified from the scale of expectancy disconfirmation in satisfaction, Oliver (1996) 
hScale developed in the current study 
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APPENDIX II -• Continued 
Measures of Dependent Variables and Independent Variables in the Consumer Survey  
Scslc Measurement Items Type Anchors 
Relational Norms - Mutuality' 
5-point Strongly The distributor 's acts focused on mutual benefits. Likert disagree/Strongly agree 
The distributor acted like transacting with a stranger, not with 5-point Strongly 
someone who is familiar with. Likert disagree/Strongly agree 
The distributor gave youfavors on the terms of transaction, 5-point Strongly 
without requesting you to reciprocate. Likert disagree/Strongly agree 
The distributor expected that you are obligated to purchase 5-point Strongly from him/her) Likert disagree/Strongly agree 
The distributor concerned about your welfare as well as 5-point Strongly his/her own. Likert disagree/Strongly agree 
Solidarity 
5-point Strongly 
The distributor 's acts focused on mutual trust. Likert disagree/Strongly agree 
The distributor emphasized mutual equality on the terms of 5-point Strongly transaction. Likert disagree/Strongly agree 
The distributor withheld some product information you think 5-point Strongly 
that might affect your purchase decision) Likert disagree/Strongly agree 
The distributor took responsibility for any product claims 5-point Strongly 
he/she made that turned out incorrect Likert disagree/Strongly agree 
Relational Focus' 
The distributor acted as if the transaction was more important 5-point Strongly 
than the relationship? Likert disagree/Strongly agree 
The distributor linked well-being of the relationship to the 5-point Strongly 
sale when he/she tried to push you) Likert disagree/Strongly agree 
The distributor cared about the relationship rather than how 5-point Strongly 
much he/she could gain from the transaction) Likert disagree/Strongly agree 
The distributor disapproved you if you posed any hesitation, 5-point Strongly 
suspicion，or r句ectionJ Likert disagree/Strongly agree 
Harmonization of Conflict'' 
In the negotiation process, the distributor cared about your 5-point Strongly feelings. Likert disagree/Strongly agree 
In the negotiation process, the distributor challenged your 5-point Strongly 
opinions directly) Likert disagree/Strongly agree 
In the negotiation process, the distributor avoided arguing 5-point Strongly with you. Likert disagree/Strongly agree 
The distributor was willing to help you to return any products 5-point Strongly 
youfelt dissatisfied for exchange or refund. Likert disagree/Strongly agree 
S^cales modified from Dant and Kaufmann (1992), Heide and John (1992), Gundlach Gregory 
(1994), Lusch and Brown (1996) 
jReverse-coded item 
kScale developed in the current study 
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APPENDIX III 
Measures of Dependent Variables and Covariates in the Scenario Experiment 
Measurement Items Scale Type Anchors  
Dependent Variables 
Perceived Distributive Justice 
. J .. . strongly disagree/strongly The deal you agree on with Jackie is fair 7-pomt Likert agree 
. . M Strongly disagree/strongly You receive what you deserve in this deal 7-pomt Likert agree 
Satisfaction with the Distributor 
very disatisfied/very satisfied 
Semantic very unfavorable/very 
You overall satisfaction with Jackie as a direct seller is Differential favorable 
very displeased/very pleased 
Repurchase Intention 
The likelihood that you would buy from Jackie 7-point Likert very unlikely/very likely 
in the future is 
Your willingness to buy from Jackie in the future is 7-point Likert very low/very high 
Covariates 
Relational Norms 
It is expected that Jackie should treasure his/her 7 〇池 Likert strongly disagree/strongly 
relationship with you more than the outcome of the deal agree 
It is expected that Jackie should treat you as a friend Likert strongly disagree/strongly 
rather than just another customer in the deal agree 
It is expected that Jackie should regard your interests as Likert strongly disagree/strongly 
his/her own interests in the deal agree 
It is expected that Jackie should not act solely as an Likert singly disagree/strongly 
unknown salesperson to you in the deal 
It is expected that Jackie should treat you in a fair manner • likert strongly disagree/strongly 
in the deal ^ agree 
Susceptibility to Interpersonal Influence 
You like to know what brands and what products make Likert strongly disagree/strongly 
good impressions on other people agree 
You often identify with other people by buying the same ？-卩。油 Likert singly disagree/strongly 
products and brands they buy agree 
Ifyou want to be like someone, you often buy the same Likert strongly disagree/strongly 
brands that they buy agree 
Price Sensitivity , , , , , „ . ^ T -1 ^ Strongly disagree/strongly You usually buy home appliances when they are on sale /-point Likert agree 
You usually buy the lowest priced home appliance that suit Likert strongly disagree/strongly voiiv needs asree , , 了. „ • . T t ^ Strongly disagree/strongly You rely heavily on price when you buy home appliances /-point LUcert 鄉ee  
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